INDIAN FINANCE. 


THKEE ESSAYS, 

(EepulUsked from tlu " Ntyieieenth Century”) 


WITH AN INTRODUCTION AND APPENDIX. 


BY 

HENRY FAWCETT, M.P., 

« 

n 1.1.0 w oi< TuiMny kali., 

and PROFE«ISOR of POLITIOAD I CONOMV IN THE INIVERSITY OF CAMBRIDOE 


MACMILUAN AND CO. 
1880. 



H t'lAV, HflNH, ANT> TWIOH, I'rUNTWriM, 
HHKA» HTIililRT IIIIJ., iOt' 



PREFACE. 

The three Essays which form the chief contents 
of this volume were published last year in the 
Nineteenth Century, and I wish to express my best 
thanks to my friend, Mr. James Knowles, the 
Editor of that Eeview, for his kind courtesy m 
permitting their republication. In some introduc- 
tory remarks I -have endeavoured to show the 
importance of placing the present system of 
financial control on a different basis. Although it 
is generally supposed that the entire control over 
the expenditure of the revenues of India was 
vested in the Council of the Secretary of State by 
the_ Government of India Act of 1858, yet by an 
Act which was passed in 1869 the tenure of the 
ofl&ce of the Members of Council was materially 
modified, and the discussion which took place 
when this Act was passing through Parliament 
plainly shows that* the law had been left in a 
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stale of Hueli i^xUvnw inHUO'laiiit^y by tin' Ael of 

» • * • 

1858 jiH to iniikc inquiry info (In’ ('iitin' Mibjoc.t 
by n IbirliiiinentiiTy (lonnnittoo ur^nuitly inumsary. 

In a short Appendix to the last Essay, a,tt(‘ntion 
is directed to some important Amendments which, 
within the last few weeks, the Oovornraeut ‘of 
India have proposed to introdin-e into tin* Trades 
Li(;cncc-Tax, and some remarks are nnnh'. on the 
intention which was at. tin' same time e,x]tress(‘d to 
rolinqtiish the Famine Fund. 

As 1 have alway.s felt that Indian (]n(‘slions 
should as far as possible be diseussial Fri’c. from 
any party bias, 1 hope it will b(' found that none 
of the remarks eoutained in (.his volume iiav(> in 
any way boon influenced by a.feeliiif^ of ])o|itieal 
partisanship. 

I desire to say hflw much I am imhibted in the 
preparation of this book k) my wib', wlm has 
revised the volume as it wa.s pa,sHin(jt through the 
press, and to my sc'crc'tary, Mr. F. J. Dryliunst, who 
has acted as my amanuensi,s, and wlm has carefully 
verified the •statistics which have bi'cn cpioted from 
official and other docuineuts. 

• HENRY FAWdETT. 


C.ufnnimii!, Jmwm'tj HI, IfiBD. 
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INDIAN FINANCE. 

INTRODUOTOEY EEMAEKS 

It is now generally recognised that no public ques- 
tion is of more urgent importance than the reform of 

* 

Indian finance, and I have decided to republish the 
three essays contained in this volume, in the hope 
that they may possibly render some assistance in 
showing what is the true character of the financial 
condition of India, and what are the measures which 
it will be necessary to ‘adopt to place her finances 
on a sound and satisfactory basis. In the first 
Essay, which was published in February last year, I 
endeavoured to describe the most salient features of 
the actual financial condition of India. "Particular 
attention was directed in this essay to the erroneous 
conclusions which are frequently arrived at with 
regard to the amount^ of the real revenue which is 
available to meet the ordinary expenses of govern- 
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ment. By arranging tlio various items of revenue 
and expenditure under difllcrent classes, and l)y (',arc- 
fully diatiiiguisliiug the not from the gross receipts, 
it was' shown that the real revenue of India is less 
than 40,000, OOOZd With a comparatively stationary 
revenue of this amount, a rapidly-increasing expotidi- 
ture had to be met. All available sources of taxation 
had been so nearly exhausted that largo loans had 
each year to be raised to meet the deficits wliu'ii 
were - regularly accruing. Oonstant borrowing luul 
consccpiently become the normal <;onditiou of India, n 
finance, mid her indel)tcdnt'.SH was rapidly and sfiiadily 
growing. The budget for 1879-80, whi(;h was in- 
troduced at Calcutta soon after this hssay was pul)- 
lished, strikingly corroborated the conclusions whie.h 
were thus sought to be established. During this 
year the finances of India were prejudicially alfectc'd 
by various adverse circ,umstan<ics. The cost of the 
Afghan war had to be met; an increasing loss by 
exchange, produced by the depreciation in tln^ value 
of silver, put a severe strain upon her resources ; 
various public works, which involved a heavy outlay, 
had already been sanctioned ; the diminished revenue 
returns yielded in certain districts showed that in 
some parts of the country the efiects of the recent 
famines were still severely felt; and the finamial 

^ fcleo table, p. 21. 
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sitiiation was further aggravated by an increase 
in the military and other branches of expenditure. 
From the budget arrangenjents of the year it at once 
became evident that all the worst anticipations’ as to 
^ the financial exigencies of India were to receive a 
praetical corroboration. In the second Essay, which 
was published in May, soon after these arrangements 
were made known, it was shown that the Govern- 
ment, from the measures which they proposed, 
apparently thought that India was so entirely ‘with- 
out any financial reserve, and that all the sources 
of fresh taxation were so exhausted, that no effort 
could be made to obtain additional revenue. Con- 
sequently the whole of the exceptional expenditure 
could only be met by borrowing. The loan opera- 
tions of the year were to be on so extended a scale 
that the critical state of Indian finance was at once 
disclosed, and on all sides the gravity of the situa- 
tion was at length fully recognised. A loan of 
3,500,OOOZ. was to be raised in India ; 2,000, OOOZ. 
was to be advanced by England to India, free of 
interest, towards the expenses of the Afghan war; 
and soon after the budget was introduced '^t Calcutta, 
it was announced that the Government would ask 
Parliament for authority to borrow 10,000,000f. in 
England. But serioiis as was the state of things 
disclosed by these exceptionally large borrowing 
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operationfi, the outlook fov llio ^lutuvc became Jiir 
worse when it was soon that in tlx*, midst of this 
embamissmcnt the Govcviuuoiit of India were aur- 
rouudecl by infliiencuNS wliieli compelled them, in the 
administration of her finances, to sacrifice her in- 
terests to the interests of England. Simultaneously 
with the announcement of the large loan operations 
which were about to be undertaken, it was stated tha,t 
the revenue of India, which was admitted to bo in- 
adequate to meet the cost of government, was not to 
be mamlained, bnt that 200,00()Z. of this revenue 
was to be sacrificed by a. ])artial repeal of the cotton 
duties. It need scan-ely be remarkeal that nothing 
can he more indofcnsihle than to Vi'ducc taxes when 
there is a deficit, and when, consequently, (>veiy 
shilling of the taxation rmnifted ju'W'ssi tales a 
corresponding addition to the di'bt. 

When the Indian budget was <‘onsiderod in Par- 
liament (May 22, 1879), tiic Government made 
no attempt to conceal the extreme gravity of the 
financial situation. It was unroserveilly ailmittt'd 
that as the revenue could not bo added to by in- 
creased taxfition, a reduction of expenditure bi'e^ime 
a matter of imperative necessity. In the last of the 
three* Essays in this volume, whicli was published in 
October, I have endeavoured^ to show that this 
recognition hy the Government of the. true stat(‘ of 
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Indian finance, and tiie promises with which it was 
accompanied of carrying out in every department a 
policy of the most rigorous economy, are so important 
that they may be regarded *as constituting a new epoch 
in Indian finance. It is not too much to say that 
unless a policy of retrenchment is resolutely persisted 
in, nothing can prevent India being involved in the 
most serious financial embarrassment. All experience 
shows that any Government which attempts to cany 
out a policy of retrenchment will have to encpunter 
many most formidable difficulties, and in surmount- 
ing those difficulties they may fairly claim all the 
assistance which public opinion can afford. 

It will, I believe, be found that in ordef perma- 
nently to place the finances of India on a sound 
basis it will be iiecteasary to effect some important 
changes in her present system of finaricial adminis- 
tration. It will now be generally admitted that when 
the Government of India*was transferi’cd from the Com- 
pany to the Crown, many safeguards for economy 
were swept away, and the substitutes which took their 
place have proved to be comparatively ineffective. 

It was perhaps impossible at tlic time,the transfer 
took place to foresee many of the defects of the new 
system of government which was then introduced. 
As, however, more than twenty yeans liave now 
elapsed since the eonimcncenient of this new .system 
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of administration, the time has, I think, ariivcd when 

r ^ 

groat good would be likely to result if tlu' Act of 
1858, by wliicb the transfer of the Government of 
India from the Company to the Crown was effected, 
and the amending Acts whicli have been subsequently 

r 

passed, were subjected to a careful parliamentary 
inquiry. Among the many reasons that may be 
urged in favour of such an inquiry, it may be men- 
tioned that the expencnce of the past has sliown 
that it is in tlu! highest dogri'.e desirable that Indian 
affairs should be periodically investigated. In the 
days of the Company sutdi a.n investigation was 
insured at regular intervals, because the Cluiri.or of 
tlie Coi'Rpany, from which it derived its authority, 
was only granted for twenty years, and each renewal 
of the Charter was invariably preceded by a parlia- 
mentary inquiry. The three Committees wliicli were 
thus appointed befote the (Charter was renewed in 
1813, in 1833, and in 1853, colloetcd information, 
the importance of which can hardly bn over- 
estimated. This was so fully recognised at the time 
when the Committees were appointed that many of 
the most eipincnt members of the House served upon 
them. The Committee which preceded the renewal 
of the Charter in 1813 first sat in 1808, and con- 
tinned its sittings until 1812. During this time it 
made five reports. Among those who sened on this 
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Committee may be mentioned Lord Castlereagli, 
Mr. Tierney, Mr. ^ilberforce, Mr. Dundas, Mr. 
Charles Grant, the Duke of Wellington (then Sir 
Arthur Wellesley), and Sir Robert Peel. The next 
Committee was appointed in January, 1832, and 
con^sted of no less than , forty-eight members, among 
whom were Mr. Baring, Sir James Mackintosh, Mr. 
Labouchere, Lord Cavendish, Mr. Villiers, Mr. 
O’Connell, Mr. Hume, Mr. Warburton, Viscount 
Morpeth, Mr. Shell, Mr. E. Lytton Bulwer, Mr. 
Charles Grant, and Mr. Robert Grant. The Com- 
mittee which preceded the last renewal of the Charter 
was appointed in November, 1852, and concluded 
its inquiry at the end of the session of 1858. The 
Committee consisted of thirty members ; the late 
Mr. Thomas Baring ,was its chairman ; and among 
those who served on the Committee were Mr. Disraeli, 
Lord John Russell, Mr. Gladstone, Sir James Graliam, 
Sir W. Molesworth, Mr. Cobden, Mr. Hume, Mr. 
Macaulay, Lord Stanley, and Lord Palmerston. If 
the questions which these various Committees had 
to investigate were at the time considered to be 
so important as to make it desirable to^ enlist the 
services of the most eminent members of the House, 
I think it can without difficulty be shown that there 
are now many subjects connected with the govern- 
ment of India whicB not loss urgently demand a 
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most cai'eful and tliorough parliameiitaiy inquiry. 
Although there may be much difference of opinion 
as to what principles should regulate the government 
of India, there can, I believe, bo no difference of 
opinion that those principles, when once determined, 
ought to be embodied in precise and intelligible 
legislation. As already stated, the government of 
India is at the present time mainly controlled by the 
Act which was passed in 1858, and this Act is so 
obscurely worded that in attempting to inttTjirct 
some of its most important provisions, the highest 
authorities have arrived at <liamctrically opposite 
conclusions. This will be at once seen by refc.renco 
to a remarkable debate which took place in the House 
of Lords in 1869. In that year the Duke of Argyll, 
who was then Secretary of Statoi'for India, introduced 
a Bill .which effected an important change in the tenure 
by- which the members of the Council of the Secre- 
tary of State had hitherto held their offices By the 
Act of 1858 the members of Council were to hold 
their offices on the same permanent tenure as an 
English judge. It was apparently thought that as to 
them was^to be entrusted the duty of controlling 
expenditure, it was essential that their position should 

be made as independent as possible. Soon after the 
* 

Duke of Argyll became Secretary of State it was 
evident that he ’held a difterenf view from that which 
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had been held by some of his predecessors, as to the 
functions which ought to be exercised by the Council. 
Considering that they were rather a consultative than 
a controlling body, he, with the object of securing 
the advice of those who had recently returned from 
Indi|i with fresh experience, effected a fundamental 
change in the tenure of the office. By the Bill to 
which reference has already been made the indepen- 
dent position of a member of Council was to a great 
extent weakened. He was no longer to be the holder 
of a permanent office, but was, m the first instance, 
to be appointed only for ten years, and at the end of 
this period he might be re-appointed by the Secretary 
of State for five years. As the character of the office 
was thus greatly changed, it almost necessarily hap- 
pened that in the discussions which took place on the 
Bill the powers which could be exercised by the 
Council had to be considered. Directly, however, an 
attempt was made to define these powers it appeared 
that the highest authorities entertained entirely 
opposite opinions. 

Thus, the Duke of Argyll, in order to bring out 
with distinctness the absolute divergence in the 
views as to the functions of the Council held by 
himself and by Lord Salisbury, who had recently 
been Secretary of State, q[uoted the following pasiage 
from a speech Lord Salisbury had lately made ; — 
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“ In reference to every question in wlucli expendi- 
ture is involved — that la to say, as you well know, 
in reference to every question of every kiud, because 
I believe there is hardly any question in which 
expenditure is not involved, directly or indirectly — 
the Indian Council have the power of absolute and^ 
conclusive veto by a bare majority over the decision 
of the Secretary of State.” 

Lord Salisbury, challenged to prove the accuracy 
of this opinion, ro-affirnied it in the most positive 
nianner, and said tliat lie arrived at tliis interpreta- 
tion of the Act of 1858 after consulting the very 
highest legal authority, who, as subsequently ap- 
peared,'* Wiis Lord Cairns, On the other hand, the 
Duke of Argyll maintained that in arriving at 
exactly the opposite opinion he was supported by 
the Law Officers of the Crown. As the discussion 
proceeded this extraordinary conflict of authority 
became, if possible, still c more marked. Lord 
Hatherley, who at the time was Lord Chancellor, 
supported the opinion that had been expressed by 
the Duke of Argyll as to the functions of the 
Council, aiid said Lord Cairns “appeared to give a 
meaning to the words of the Act which they could 
not bear in any sound legal construction.” Com- 
menting on these differcncos of opinion, Lord Salis- 
bury maintained that it was imperatively ncfuissary, 
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where such vast interests were at stake, that the law 
«! 

should be unmistakably clear, and said that “ about 
the doubtfulness of the law there could be no doubt 
whatever. When the Lord* Chancellor said a thing 

was black, and two ex-Chancellors said it was white, 

# 

there^must be some doubt about the law.” 

A striking example of the consequences that may 
be produced by leaving the law m such a state of 
uncertainty is afforded by an event which has recently 
happened. Lord Salisbury and Lord Cairns, having, 
as lias just been shown, expressed a decided opinion 
that “ in reference to every question in which 
expenditure is involved .... the Indian Council 
have the power of absolute and conclusive wto by 
a bare majority over the decision of the Secretary 
of State,” are members of a Cabinet which adopted 
a “ forward ” frontier policy in India, involving an 
expenditure of millions, not only without the con- 
sent of the Council being obtained, but without the 
matter being brought within their cognizance. 

N There is apparently the same difficulty in inter- 
preting other provisions of the Act of 1858 which 
are not less important than those which refer to 
the members of the Council of the Secretary of 
State. This has lately been shown in a striking 
manner by the controversy which arose out of the 
remission of the cotto*h duties. A majority of the 
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members of Council of tlie Vic.eroy were opposed to 
the reduction of these dutic's, ahul it has l)ccn main- 
tained on higli legal authority lha,t under these 
circumstances the Viceroy, in overruling the majority 
of his Council, put a very strained interpretation on 
the legal power conferred upon him. The^legal 
member of the Council of the Viceroy may be con- 
sidered the highest legal authority in India, and the 
present holder of that office, Mr. Whitley Stolces, 
referring to the coursi’i talom by the Vic-eroy with 
regard to tlie reduction of the (iottion Butu'S, used 
Ihc following words “ Tlie proposed exemption of 
cotton goods, if made by a mere exee,utiv(‘ ordtiv, 
will tj-ms resemble wluit lawycuvs call a fraud on the 
power; and there is, iinfortunati'ly, no Court of 
Equity to relieve the people of, India against it.” '■ 
After what has just been stateil, it cannot be 
necessary to multiply iiistanttes to show that the 
law which now regulates the Covernment of India 
is in a state of chaotic eonfu.sion. It <iamiot lie right 
that there should he the wul(‘,st divergence of opinion 
between the highest official authorities both in India 
and in England as to the powers which can or ought 
to be exercised by those who liold most inllucntial 

i-Seo ‘^Copy of DiBBents lecorded by MeiubciB o£ the (Juuncil cf the 
Uoveuior-G-eneral uJt‘ India regAidin^ tlio lute Koduct'don of thci'uftiai 
PiiHcb m that Country prcBontad to l^irliaincnt ii\ Mny, 1B70. 



IN1BU.] INTEODUCTOEY EEMARKS 13 

positions m the Government of India. When the 
Act of 1858 was passed it was intended to vest the 
chief financial control in the Councils of the Secretary 
• of State and of the Viceroy. Before the abolition 
of the Company this control was in a great degree 
exercised by the Directors and by the Court of 
Proprietors. It invariably happened that several 
Directors of the East India Company ■were in Parlia- 
ment, and the Company was thus able to exert great 
influence, both on English public opinion and, on 
the English Government. If it was thought that 
with regard to any question in which the interests 
of England and India came into conflict, India was 
unfairly treated, the influence which was possessed 
by the Company both within and without the walls 
of Parliament was sui^ to be vigorously exerted on 
behalf of India. Under the present system, how- 
ever, it is a mere matter of chance whether any one 
will be found in Parliament specially to watch over 
the interests of India. It is perfectly well known 
that seldom has any measure been passed which was 
more disliked by the people of India than the recent 
reduction of the cotton duties. Sir Alexander 
Arbuthnot, a member of the Council of the Viceroy, 
speaking with official responsibility, has said : — 

“ There can be no d^ubt that the people of India 
attribute the action which has been taken by Her 
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Majesty’s Government in this matter to the influoncjcs 
winch have been brought to bc'ar u]»on it by pesrsons 
interested in the English (‘.otton trade', or, in otlu'r 
words, by the manufaeiturers of Lancashire.” 

He adds : — 

“ It is very undesirable that an impression sliould 
exist which, if it were well founded, would go far to 
justify the forebodings of those who deprcc.ateil the 
transfer of the direct government, of India from the 
East India Company to the Crown on the ground 
that India would be sacrificed to the exigencies of 
political parties in Parliament. Por many years after 
tlnit transfer took ]>laee the projiriety, and indeed l.he 
necessity, of treating Indiaai (pie.stions, and (‘spi'inally 
questions connected with tlic interna.1 a,dministra,tion 
of India, as a thing apart from ])arlia.immt,ary jiolitics, 
was recognised by both the gri'jxt parties in t.ho state. 
By a tacit but well-understood c.ompa.(d, India was ex- 
cluded from the arena of party politics in the. House, of 
Commons. Now, for the first time, thert! is a prevalent 
belief that this understanding has Ikhui departed from. 
A measure seriously aficcting the finances of India, 
has been, and is being, pressed upon Parliament by a, 
powerful section of the English mc'reantile community, 
and the general opinion is that that pressure has 
so far produced a,n effect that at a juncture of the 
gravest financial difficulty and anxii'ty the Govern- 
ment of India has been impelled to incur a Siie.rifice 
of 'revenue which the. most ordinary considerations of 
financial prudence should have led it to reta.in, witli 
the certainty that the present concession will only 
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encolirage further pressure, until the whole of the 
particular branch of the state revenue which has been 
the subject of attack shall have been abandoned.” ^ 

■t 

So impossible does it appear to be to interpose 
with any effect on behalf of India, if the wishes of 
her people have to be weighed against the support 
of a certain section of English voters, that when the 
action that had been taken in reference to the cotton 
duties was called in question in the House of Com- 
mons, the protest had to be made by a mere hanilful 
of members. 

When considering in the following pages the causes 
which have made the present financial condition 
of India so unsatisfactory, numerous instances are 
adduced which, I believe, conclusively show that there 
is little hope of effectihg any real and permanent im- 
provement in her finances, unless some more adequate 
financial control is provided than that which is fur- 
nished by the present system of administration. As 
previously stated, the two bodies in whom this control 
was chiefly vested have, through the uncertainty of the 
law and other circumstances, been gradually deprived 
of much of the power which it was supposed they 
could exercise. If a Viceroy in a period of severe 
financial pressure can sacrifice an important branch 
of revenue in direct opposition to the wishes of a 

^ ?ee Pailunnentaiy papei 3nRt refenetl to 
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majority of Lis Council; if o, BecrofiU'y of State can 
rlecidc upon a policy which will involve the outlay of 
millions, and free himself, not only fi'om the control, 
but from the criticism *of his Council by availing 
himself of the undefined powers which are vested iq, 
him of placing the despatch wdiich orders the expendi- 
ture in the secret department — it is at once obvious 
that the control which these two Councils can exercise 
is most inadequate. Few problems in govornnu'nt 
can ^be more difficult than to tloviH<' Iho best means 
by which this control (*,an be sup]tli('d. It is a, 
probhmi which can only be projaniy solved after 
the most careful inquiry, which will enable duo con- 
sid(‘radon to be given to the ojiinions of those who 
can speak with the gri'atost authority and cxperionci'. 
Although therefore it would now be proraaluro to 
attempt to indicate the changes which should la' 
introduced into the (Tovernmeiit of India., no one., I 
think, can deny that events' are every da.y happmung 
which show that the. reform of her administration is 
a matter of such urgent importance that an inquiry 
as to the best means of effecting it ought to he one 
of the fir^t subjects to engage the attention of the 
new Parliament. 



THE rnsrAHCIAL CONDITION OF INDIA.i 

As there seems to be every probability that during 
tbc next few months an unusual amount of public 
attention will be directed to Indian affairs, I think 
the present may be regarded as a suitable time to 
consider the financial condition of that country. 
With the view of treatmg the subject with as much 
clearness as possible, it will he desirable in tne first 
instance to ascertain what is the real revenue of India. 
Much of the complexity which so often confuses dis- 
cussions on Indian finance arises from the want of 
any definite understanding as to the sense in which 
certain terms are employed. From the last financial 
statement of the Indian Finance Minister, it appears 
that he estimates the real revenue of India at between 
37,000,000Z. and 39,000, OOOZ. ; whereas a sliort time 
afterwards the revenue was officially statqd at more 
than 63,000,000^. This great disparity of course 
arises from the gross revenue being referred to in the 
one case and the net revenue in the other. It has 
not unfrequently been 'said, in discussions on Indian 
^ Febniaiy, 1879, 
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linauce, that it camiot bo of any moinout whether tin', 

<r 

revenue is cstimiited at its gross or its net aniounl , 
it is, alter ah, simply a lUiitter of a,(!(‘,ount. In oiu*, 
sense this, no doubt, is true ; but there will be. no 
difficulty in showing that it is of tho first importance 
to give as much prominence as possible to the nyt, as 
distinguished from tho gross, revenue of India. 

Few things have done so much harm to Indian 
finance in the past, or ma,y ('aus(! greater ('inbarrass- 
ment in tlic ful.un', than an exaggerate<l idea as to the 
revenue which the Jiidia.n ((overnineiit has to spe.nd. 
Although there is mucli in the, ])res('nl (inancial con- 
dition of India to ca,usc S(‘rious a,])])rehcnHion, yet 
there is one. eire.umsta.nec eonneeb'd with it which 
may fairly bo roga.rd('.d as a most hopeful oimm hn- 
the future. Until (piite, lately, India was looktal upon 
as an cxtre.me.ly wea.lthy country', a,nd tlnu'c wa,H no 
project, however costly, that Imlia was not supposed 
to be rich enough to pa,y for. Now, howev('r, juRt(‘r 
idea,s of the resources of tlie country and of l.lu' condi- 
tion of the people prevail. The rccurromu) of famines, 
and other eircumstanc('s which hav(i caused more 
attention be directed to Imliun (pusstious, bavi* 
at length led the English ])u1)hc to take, firm hold 
of the fact that India is an cxf.nnnely poor country, 
and that the great mass of her people are in sucli a 
state of impoverishment that tho Oovernment will 
have, to contend with exc(?ptional difficulties if it 
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becomes necessary to procure increased revenue bv 
additional taxation. It is not more true of an indi- 
vidual than it is of a nation that, if it is desirable to 
cheek all extravagance, and secure rigid economy, the 
^amount of the income which is available for expen- 
diture should not be over-estimated It is often said 
that if a man comes into possession of an encumbered 
estate, the mere amount of the mortgages and other 
debts upon the property does not form an accurate 
measm-e of the real extent of his embarrassmenjfcs, for 
he has constantly to contend with the difficulty of 
possessing an income so much less than its nominal 
amount. Having perhaps ten thousand a year to 
spend, he is regarded by the world as the possessor of 
twice as much, and is expected every hour of his life 
to live accordingly • The position of India is not dis- 
similar to this Year after year the Government of 
India has been living beyond its means. Deficits 
have been repeatedly recurring, and debt has been 
steadily and surely accumulated. Nothing, therefore, 
can be of greater importance, and nothing can be 
more likely to bring about a better state of things, 
than to ascertain what is the real ameunt of the 
revenue which the Indian Government has at the 
piesent time to spend. 

On official ahtliority ' it was stated when the Indian 

ft 

^ See speech o£ Mr Sianliope, the Undei-Secietaiy ol State foi India, 

in tlie House of Commons, August 13, 1878 ffaiumd^ -vol wxlii 

• * 
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Budget was discussed in the House of Commons, 
that the revenue of India in 1876-77 was 55,995,785Z , 
in 1877-78 58,635,4727, and the revenue for ] 878-79 
was estimated at 63,195,000/. Without desiring to 
question the correctness of these figures as mere state-^ 
ments of account, I believe it can be easily proved 
that they are calculated to produce the most mis- 
chievous and misleading conclusions as to the true 
position of Indian finance. In the first phic-c th(}y 
would seem to show that the rewenue of India, whicli 
is almost stationary, is vapidly increasing; and in tlio 
second place a most exaggerated ojiinlon is likely to 
be formed of the resources of the Indian Covermneni. 
If the ifems of revenue and expi'iiditiirc for any year 
are examined, it will be at ‘once si'cn that the large 
foregoing totals of revenue ari'. arfived at by estimating 
gross instead of not revenue, and by including amongst 
the receipts many items which really do not represent 
revenue, but expenditure. Thus the following is an 
official statement of the ordinary rcvouuo and expen- 
diture for the year 1876-77.^ In making a com- 
parison between re-venue and expenditure, I think it 
is fairer te select this year, because since the year 
1876-77 the finances of India have been seriously 
disturbed by the large exiionditure caused by the 
famine in Southern India and by the cost of the 

^ See Finance and Revenue Accoiinfe, piiniail im a Parliamonfnry 
pnpor, No. 176, May 16, 1|78. 
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Afghan war. In the following table all the items of 
receipt and expenditure are included which are con- 
tained in the official return. I have, however, with a 
view of exhibiting the accounts in the simplest possible 
jnanner, arranged the items of receipt under three 
clasps. In the first class all those receipts are in- 
cluded which represent real revenue. The second 
class embraces those receipts which are exceeded in 
amount by the expenditure necessary to obtain them, 
and must therefore be regarded as items of expendi- 
ture rather than as sources of revenue. In the third 
class various items of expenditure are included, against 
which, as a set-off, there are no corresponding 
receipts. 


Obdinary Ee venue and Expenditure, 1870-77. 

1 ^ 

Class I. 

Items of Picccip which produce 
JtevenuG 

Land . . . 

Opium . . . 

Salt ... 

Excise on Spiuts and Dings 
Customs ... 

Stamps 

Eoie&t . .... 

Mint . . .... 

Provincial contiibutions . 

/Adjusting leceipts fiom Pro- 
vincial Governments (pro- 
vincial deficits) . 

Adjusting receipts to Pro- 
vincial Governments (pro- 
\ vincial sui pluses) , . . 

Miscellaneous ..... 


Net KevPiiuo . 


Gross Receiitts 

Expenditure 

Net Revenue 

£ 

19,857,152 

9,122,460 

6,304,658 

2,523,045 

2,483,345 

2,838,628 

508,687 

258,854 

45,894 

£ 

2,504,611 

2,841,647 

488,480 

90,693 

194,230 

96,266 

436,181 

130,601 

£ 

17,352,541 

6,280,813 

5,810,178 

2,432,352 

2,289,115 

2,742,362 

162,506 

128,253 

45,894 

159,568 

m 


411,335 

153,726 

249,622 

5,842 

161,713 

44,603,626 

7,186,057 

87,117,569 

87,417,669 
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fouvanl . 
Clash 11 . 

Items of receipt viliieh, Icing 
haJanced ly a larger expen- 
ditnrCi do not represent re 
venue f hut outlay 
Post-Office . . 

Telograpli * , 

/Gain "by exchange on tians- 
J actions witli London 
'l Loss by exc’bango on trans' 

\ actions with I^midon 
Lnn;, .lusUce, and Ptdicc 
Kducation ... 

( 'rrilnitcs and contubutions 
J Allo\vanc(‘s and assigunicnls 
1 under treaties aiul engag« 

I nienls 

['lleceipts m null ot supeiau 
J nnation, reined, and coin 
v passfonate allowanees . 

Bnpevaninnition, r(dired, and 
[ (-oinpaHHionate al low a nees 
Army 

Manno ....... 

f* llecoipts for intereHt . < . 

J Payment for intorest on per- 
{ inanont and floating debt . 

Payment for interest on sei- 
[ vice funds, . . 

Public works , . 

Class III. 

Items of expenditure to vlikh 
there are no corresponding 
items of receipt 
Administration , , 

Minor deiiartmenla , . 

Ecclesiastical . . 

Medical . . 

Btatiouery and punting . 
Political agencies . 

Civil, lurlougli, ciiid absontoo 
allowances 

Refunds and diawbacka . 
Famine relief ... 

TofALS , , 


Grus*^ Ri'ceiptsc 


X 

n ,( f ) J , e2C } 


I'jXpl'lKlltUK* 


£ 

7,ia6,or>7 


794,828 

341,227 

505,129 


851,105 

105,510 

691,081 


007,212 


025,472 

288,179 

586 , 281 ^ 


198,871 


850,783 

473,127 


2 , 181,011 
5 , 188,858 
780,018 


1 , 072 , 5-1 1 


1 , 798,509 

15 , 792,112 

099,584 

4 , 512,722 

8 , 510,008 


1,471,005 

820,188 

108,860 

590,887 

448,770 

505,228 

285,990 

291,100 

2 , 145,431 


50 , 300,411 51 , 480, <;78 


Nt'i f{<n4’nu 

X 

87 , 417,509 


© 


! 7 , 417, 509 
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From these figures^certain conclusions can be drawn, 
wbieb may be regarded as of fundamental importance 
in forming a correct opinion as to the actual position 
of Indian finance. It thus appears, and it is a fact 
jvbich cannot be kept too prominently in view, that 
the entire revenue of India, with the exception of 
604,208?., IS derived from the six following sources : 
land, opium, salt, excise, customs, and stamps. The 
various other items of revenue mentioned in the 
accounts cannot be fairly considered as sourq,es of 
revenue. They do not in fact produce revenue ; but, 
on the contrary, should be regarded as causes of 
expenditure. Thus the revenue of 794,328?. from 
the Post Ofiice requires an expenditure of 8^9,783?. 
to obtain it A receipt of 341,227?. from the telegraph 
is more than balanced by an expenditure of 473,127?. 
But if any further illustra,tion were needed to show 
that no accurate idea can be formed of the real revenue 
of India by adding together all the items of receipt 
which are now included in the statement annually 
published of revenue and expenditure, it is only- 
necessary to refer to the items of receipt which have 
been arranged under Class II. Amongst 4hese there 
is one of 505,129?. described as “gain by exchange.” 
When it IS remembered that in this very year India 
had to bear a most serious loss from exchange, 
amounting to no less than 2,181,611?., it is evident 
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that, if any good could rcaulL from augmenting her 
nominal revenue, 2,000, OOOZ. might be added to cacli 
side of the account, and tlie gain l>y e.V(',hange might 
be represented as 2,500,000^ ^ But unless the subject 
is confused by unneccs.sary complications, nothing caii 
be more easy than to anive at correct conclusions^with 
regard to the amount of the real revenue of India. It 
has been already stated that tlio revenue, with the 
exception of the sum of 504,208^., is derived from 
land^ opium, sail., excise, cu.stoms, aiul stamps, and 
if, as has been done in the above table, the cost of 
collecting each of tliese. items of revenue is di'ilucted 
from their gro,s8 amount, th(> real ri'vimue of India 
is shown to be only 37,4 L7,5()i)/. I'he eonelusion 
which has been jn.st arrived at as to the amount of 

^ It is soinotimoB Haul that no hanu can lOHult froui BKliililting* 
the Indian rovonno at iiH ji;tosh iiiHlbad of itn lud. anuiuni, iHUsaibso 
the same coarse in adopted with ro^'anl <o the rovoimo and 

expenditure Th(3ro jm, howovei, Hiitdia i’linddmonlal dihouau ‘0 Ixdwoou 
the position EngliHh and Indian flnaiu*o, Unit a luodo of oxhihitin;^ 
revenuo winch may bo perfectly smil'd to ilio one country is alto^’cllicr 
nnsmtod to the other, Tims the (hlVctcuco hctwinni the mtiimh and net 
revenue of England is nmcli smaller tli.ui the diftm-eiieo beiwtMm 
gloss and net revenue o£ India, In 1877 the gTOSH rovenmi of England 
was 78,5 65,03'^ and its not revenuo was not Joss iha,n 08,001), 000/. 
Many of the items of icceipt which in India aie halaneed by a huger 
corresponding expenditnio leprosont in England impoitant aources of 
revenue* Thus, tlic Post Otliee, as has liuen bhown, causes to India a 
loss of about 65,000/, wlnlo it yields in England a net icvemio of 
more than 2,000,000/., after allowing for the cost of the packet 


service. 
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tlie real revenue of India is fully confirmed by the 
Indian Finance Minister, Sir John Stracliey, 'wlio, 
about twelve months since, estimated the net ordinary 
expenditure of India at between 37,000,0001 and 
*38,000,000?., and said that the ordinary revenue is 
onlj*just sufficient to meet it 

It may perhaps be thought that I have laid too 
much stress on the importance of keeping steadily in 
view the distinction between the gross and net revenue 
of India ; but it can scarcely be denied that, if exces- 
sive expenditure is bringing embarrassment upon the 
finances of a country, nothing is more essential to 
secure strict economy than, as far as possible, to 
discourage any exaggerated estimate being formed 
of the actual amount of such a country’s revenue. 
Thus, as one illustration, it may be mentioned that 
the military expenditure of India is estimated by Sir 
John Strachey at more than 17,000,000?. a year. 
Such an expenditure would be sufficiently serious if 
it were defrayed out of a revenue which was, as the 
Indian revenue has been represented to be, rapidly 
mcrcasing from 56,000,000?. to 63,000,000?. ; but 
how incalculably more serious must such an expendi- 
ture be, and how much more likely is it that retrench- 
ment will be demanded as an imperative necessity, 
when it appears that this enormous charge of more 
than 17,000,000?. a year has to bo met, not out of an 
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increasing revenue of 03,000,000/ , but out of an 
almost stationary revenue of about 38,000,000/. 

In tlio statement that has l)eeu given of the 
receipts and expenditure for the year 1876-1877, it 
was shown that the ordinary revenue fell short of tlie- 
ordinary expenditure by about 1,000,000/ As it 
may be thought that this year was an exceptional 
one, it will be desirable again to refer to the financial 
statement of Sir J. Strmihey ; for nothing can be 
more explicit than the opinion he expresses that tlio 
normal condition of Indian limuicc is one in whi<‘h 
the ordinary revenue is barely suflicieiiL to imad the 
ordinary expiiudituro. Thus he says : 


“A careful examination of tlie aee.ounts of the 
seven years ending on the 31st of Mareli, 1876, a 
period long enough to illuslrate fairly t.he state of our 
finances, made it plain not only that W(‘ had, when 
I spoke, made no projier provision for the cost of 
famines, but that we possessed no true, surplus of 
revenue, over oxjicudituro to cover the many con- 
tingencies to wlne.h a grc'at country is ex])o,se(I.’’' 


Of the many contingencies necessitating increiiseil 
expendituTO to which Sir John Strachey rc'fers, it is 

^ ScG BpcGch ul Si( Jdliii 8tni( Iioy ni foiwiird litw propoisulfi 

for the creation of a Famitio Fund. C.doutln, DfceiulHU liS, 1877. 
Tins RpcQch, ’which coiif.unK a iTio.st ahio review of llio li!iatu' 0 .s of 
India, was published in tlie senHion of JK'fS as a f’.irlianienlai \ 
paper 
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only necessary here to mention two — War and Famine. 
At the time he spoke India was in a state of profound 
peace ; but within less than a twelvemonth a war has 
been undertaken which will throw upon her finances 
a, charge, the amount of which it is impossible at the 
present time to calculate. For the other contingency 
famine, Sir John Strachey was at the time attempting 
to make some provision by imposing additional taxa- 
tion on the people of India. In view of the occurrence 
within twelve years of four serious famines in diff^ent 
parts of India, and of the fact that between 1873 and 
1878 famines have thrown a charge upon the Indian 
revenues of no less than 16,O0O,000Z., no other alter- 
native presents itself to the Indian Government 
than to treat famines, not as exceptional or acci- 
dental occurrences, but as calamities which are so 
certain to recur that provision should he made 
to meet them out of the ordinary revenue of the 
year. The amount that is required to provide an 
adequate fund for the relief of famines was estimated 
at l,5OO,0O0Z. a year. As the Government of India 
have repeatedly declared that they are fully sensible 
of the very serious consequences, both financial and 
political, that may be produced by adding to the 
taxation of India, it cannot be supposed that they 
would sanction additional taxation unless they were 
compelled to do so by urgent ncecssit}' Nothing. 
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therefore, can move conclusively show that the 
ordinary rcvomie of India, is only just sulfieient to 
meet its ordinary ovjx'iiditure, no margin being left 
to provide for tlio.se lua, ny eontingcnieies wliieJi it is 
officially stated are certain to rcciu', than the fact that 
a careful financier like Sir John Stracliey admitted 
that, in order to create the Famine Fund which he 
says is essential to place the finance, s of India on a 
sound basis, no oilier (tounse wa.s open to him than to 
provide thi,s fund from new taxation. I .shall sulxse- 
(pieiitly liavo oeiaisiou to describi' the ]iartic.nlar ta,\es 
which have heim imposed wii.h the ohjeet of eri'atiug 
this fund; and fully admit.ting tha(. the Indian 
(lovernment would n(»t wantonly or nimeci'ssarily 
impose taxation which is exei'ptionally miju,st. and 
hurdensomc, nothing can move Torcihly illu.strute the 
gravity of the financial position of India at the 
present time than the circumstaius', that., amoiig.st the, 
new taxes which liave recently been impo,scd, it luis 
been thought reipiisito l,o levy what is x'irtually a,u 
income-tax of fm'pcncc in the pound on incomes of 
no more than four shill ing.s a week. But, before con- 
sidering the nature of the new taxation that has 
lately been imposed in India, and hofore showing to 
what straits the Indian Governmout will be reduced 
if in future years they should have to obtain adcli- 
tional revenue to meet recurring deficits, it will be 
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desirable to make as cai'eful an estimate as possible of 

\ 

tke future prospects of the revenue and expenditure 
of that country. 

It must be evident that* no question relating to 
Indian finance can be of more fundamental import- 
ance 4)han to examine the chief items of her revenue 
and expenditure, 'with the object of ascertaining 
whether, if expenditure increases, it is likely to be 
met by a corresponding growth of revenue. If 
such an examination is made, I am afraid thajj no 
other conclusion can be arrived at, than that the out- 
look for the future is gloomy in the extreme. It will 
be shown that if India continues to be governed as 
she now is, and if no change is introduced into the 
administration of her finances, it is inevitable that 
any possible growth of her revenue will be altogether 
inadequate to meet the certain increase in her ex- 
penditure, and no other prospect will he before 
her Government but augmented indebtedness and 
additional taxation. 

Reverting to the six sources from which the 
revenue of India is derived — namely, land, opium, 
salt, excise, customs, and stamps — I will, -^-s briefly 
as possible, consider what is the probability of an 
increase in each separate head of revenue. With 
regard to the land revenue, from which nearly one- 
half of the entire net revenue of India is obtiimed> 
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It is scarcely necessary to reiuiirk lliaX there ciiunot, 
from the manner in whicli the Imid levt'iniu has ])0(',ii 
settled, be any material inciease in its amount for a 
considerable number of years Over a largo portion 
of the most fertile districts of India, the laud revenue 
is permanently settled , the Government having 
commuted the land revenue for a fixed annual rent- 
charge to be paid in silver. Of tlie entire land 
revenue about one-fifth is dmived from the perma- 
ncidly settled districts, and therefore, as f<ir as this 
portion is ooneerne.d, it is ine.a,[>ah!(‘ of any augmenta- 
tion. Tu Uie North-West Ih-ovinees, a, ml in other 
parts of India,, what are known as lliirty years’ 
settlements jircvail. The amount, of the laud nwcinie, 
in these districts, is fixed Ibv thirt.y yiairs, and until 
the expiration of this period it' is of course impossible 
that there can bo any increased a,ssessmeut. hVom 
time to time, as these thirty yinirs’ settlements fall in, 
the land can he rea.ssesscd; hut many who are most 
competent to express an opinion confident, ly assm-t, 
that the agricultural classes in India, except in the 
pemanently settled districts, where a.n increase of tlu' 
land rcv,enuc cannot be obtained, are not in a, 
condition to bear a heavier assessment. 

Although there would thus appiaiv to he no im- 
mediate probability of the amount derived from the 
land revenue being materially increa,sod, there is 
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unfortunately no room whatever for doubt that the 
real value of this revenue has been within the last 
few years most seriously lessened. The land revenue 
IS really a rent paid to the Indian Government in 
silver, and the amount of this silver rent is fixed, 
eithe# permanently or for a defined period. A very 
considerable part of the expenditure of the Indian 
Government consists of payments which have to be 
made in gold. At least 17,000,000^., or about 45 per 
cent, of the entire net revenue of India, is expended 
in England in paying the interest on the Indian debt, 
in the purchase of stores, in salaries, pensions, &c., 
and this large and increasing outlay, known as the 
home charges, has to be made in gold. The 'fndiaii 
Government receives its revenue in silver, but has to 
find gold for the purpose of defraying 45 per cent, of 
its expenditure Within the last few years there has 
been a most serious depreciation in the value of silver 
when compared with gold. Silver has fallen from 
QOd to about 50d. an ounce; a sovereign, which 
could formerly be purchased with four ounces of 
silver, can now only be purchased with five ounces. 
Consequently about 20 per cent, more silwir is now 
required to pay the home charges than would be 
needed if there were no depreciation in the value of 
silver. The net land revenue is about equivalent in 
amount to the net homo charges, and consequently, 



32 


INDIAN PINANCK 


if this revenue were appropriated to defray these 
cliarges, it would virtually be’ reduced in value at 
least d,OOO,0OOZ. a year, owing to the depi-('ciation in 
the value of silver. Wiflr regard, tlicrefore, to the 
future prosjoects of the laud revenue, I think it may 
be eoncluded, first, that there is little probability of 
any immediate increase in its amount, and secondly, 
that the depreciation of silver seriously h'ssons the 
real value of tliis revemn\ 

Next ])VO(‘, ceding t.o consider (he r<'V('nue derived 
from opium, there, is no braindi of Indian re.vi'uuo 
which has lately shown so large an inereasi'. It 
appears fi-om an ollieiaX paper wliiidi was laid Ix'fore 
Piirliai'inmi as reemitly as Deemnhm-, IS7H, tliat the 
revenue from opium during the current financial year 
is likely to exceed the ostimato»hy no less a sum 1han 
1,240,000Z. It has hceu stated that a jiart of this 
large increase is due to the Goverimii'nl., pri'ssed by 
the necessity of finding funds for the Afghan war, 
having brought an unusually large quantity of ojiium 
into the market. But, whether this lie so or not, I 
think it cannot he denied that no ineoiisiderahlc part 
of this iimroase in the revenue from opium must ho 
due to a rise in the price of opium produced by the 
depreciation in the value of silver. For some time 
after the fall in the price of silver took place there 
appeared to be no movement in general prices in 
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India. Silver, in fact, had simply fallen in value in 
relation to gold. Now, however, there seems to be a 
depreciation in the general value of silver in India, 
and prices are beginning to rise; for in the same 
oificial return m which an estimate is given of the 
large Increase of revenue expected to he derived from 
opium, it is stated that on account of a rise in the 
price of food, the army expenditure in India is esti- 
mated during the present financial year to exceed the 
estimate by 330 , 0001 . As the Indian Government sella 
opium in the open maiket, the amount of the opium 
revenue will, in the absence of any counteracting cir- 
cumstances, increase with the rise lu general prices. 
Although, therefore, there is this favourable circum- 
stance connected with the opium revenue, namely, 
that it is not prejudicially affected in the same wuiy 
as the land revenue must be, by the depreciation in 
the value of silver, yet no prudent financier should 
ignore the fact that lliis revenue depends almost for 
its existence upon the action of the Chinese Govern- 
ment m admitting Indian opium to their ports, while 
they forbid the cultivation of opium in China. Much 
valuable information on the subject of tlTe opium 
revenue is contained in the evidence given before 
the raihamentaiy Committee on Indian Finance. 
Among the many witnesses who wore examined on 
this question there is no one whose ojunioii is entitled 
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to more eonsitleration tliau Sir llotlierroj'd Alcock, 
wlio liad not only nisidcd iii China for twenty- 
five yearn, hut wlio at tlie, tini(‘, wan her Majesty’s 
IMinister in that country. In the evidence he gave 
before the Select ('ommittee on Indian Finance 
(May 28, 1871), he cxjiressed the opinion tlAt the 
Chinese Government were seriously contemplating 
putting an end to the inii])orlation of opium, and 
allowing its cultivation without stint in China.. 1 
do not presunu'. to cx])ress any opinion of my own on 
the extent to which the ojhum niviuiue is likely to 
he affected by any action that may he. talnni hy the. 
Government of (hina. l\Iy soh' ohjhs-t in calling 
attention to the suhji'ct i.s to .show that the most 
jiroductive of all tlui source's of Imlian n'vt'iiiu', next 
to land, may, in the o[)ini<m of some most com^a't.ent 
judges, he seriously reduced in consenuence of a hill- 
ing off m the Chinese- demand for Indian ojiinm ; 
and it therefore hceomi's tin* mori' essent ial tha.t the 
finances of India should ho adminiateri'd with the 
utmost care and thrift. 

Next proceeding to considi'i* the prospciit of an 
increased revenue being obtained from salt, it will, 
I think, be admitted that, although a small increase 
of revenue may be derived from an increase of ])Opu- 
lation, yet nothing could justify an attempt to obtain 
an additional revenue from salt by raising the. rate 
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of the existing duties. The duty now imposed, 
amounting to no less than 2,000 per cent, on the 
prime cost of the article, cannot but be regarded as 
a most onerous impost, when it is remembered that 
s^lt is as much a necessary of life as the air we 
breatBe or the water we drink. It seems, moreover, 
that taxation on salt has reached that point when 
it produces a most serious effect in checking consump- 
tion. This is particularly the case in the poorest 
parts of India, such as Madras This was felt so 
strongly by the late Lord Hobart, the able Governor 
of that Presidency, that he declared that nothing 
would induce him to be a consenting party to an 
increase of the salt duty. At the time Lord Hobart 
made that declaration, the duty levied on salt in 
Madras was one rupee, thhteen annas per maund. 
Within the last twelvemonth, the salt duty has been 
raised in Madras and Bombay from one rupee, thirteen 
annas to two rupees, eight annas. This increase of 
nearly 40 per cent in the duty, has been defended as 
a part of a scheme for the equalisation of the salt 
duties throughout India. If, however, the equalisa- 
tion of duties is an object of so much importance as 
to justify a large addition to the duty bemg imposed 
on the people of Madras and Bombay at the very 
moment when they were recovering from the ravages 
of a terrible famine, it at once becomes evident that 



the duties eanuot be raised iu India without dejiartiiig 
from this policy of equalisation ; for I believe it will 
be admitted that nothing could justify the raising 
of the salt duty m Madras and Bombay beyond the 
point to which it has recently been advanced. ^ 

With regard to the last three branches of r^enuc 
— excise, customs, and stamps — little need be said. 
The present aggregate net revenue obtained from 
customs and excise does not amount to more tlian 
5,000,000/. a year; and llu', policy of the Govoriinient 
in recent years has been rather to diniinisli than to 
increase these dutitvs Morco\'er, one of the most 
important items in the receipt fi om customs, namely, 
that deiived from the imjiort duty now imposed on 
cotton goods, must he regarded as existing on a 
somewhat precarious tenure. The ri'poal ol' Ihis duty 
has been earnestly demanded by the cotton-manu- 
facturing interest iu England ; and tlio Govermuent 
entered into an undertaking that the duty should be 
repealed as soon as the financial condition of India 
permitted. It is somewhat difiicult to define the 
exact interpretation to he given to this promise but 
it IS cvMeut that its fulfilment will be persistently, 
and possibly successfully, urged. For when it "was 
recently affirmed on the authority of the Secretary 
of State that India possessed a balance from whicli 
the expenses of the Afghan war c.ould be defrayed. 
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it was immediately said by the manufacturing interest 
m Lancashire that if such a balance really existed its 
appropriation had been beforehand pledged to the 
repeal of the import duty on cotton goods. As, 
therefore, this important item of receipt in the 
customs duties of India will be liable to constant 
attack from persons possessing great power and 
political influence in England, and as tliere is no 
new excise duty which it has been suggested could be 
imposed, T think no other conclusion can be arrived 
at than that not only is there little chance of 
obtaining additional revenue from customs and excise, 
but, on the contrary, the Indian Government may, 
in face of the promises they have made about the 
cotton duties, find it difficult to maintain the revenue 
which they now receive 

In reference to stamps, it is only necessary to 
remark that if it were practicable to obtain additional 
revenue from this source, stamps would certainly not 
have escaped the watchful eye of the Indian finan- 
ciers, who, when last year they were creating a 
famine fund, were apparently so hard pressed that, 
as previously stated, they were compelled *o subject 
to direct taxation incomes of only four shillings a 
week. 

This brief review of the general prospect of the 
Indian revenue is, I think, sufficient to show not 
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only that this revenue is eoinpai-atively statiouuiy 
ill amount, but tliat as the revenue is received in 
silver, and a largo part of it has to be devoted to 
making jiayments m gold, the real value of this 
revenue has been, and may coutuiuo to be, most 
seriously diminished by the depreciation of snlver. 
This conclusion as to the inelasticity of the Indian 
revenue is strongly confirmed by the extremely slow 
growth of the revenue during the past ten years, 
from 1868 to 1877, This ])ailicu!ar ])eriod is 
for compaiison lii'cairsi' tlii' figures are to bi'. found 
111 the latest number which ha.s been published of 
the StaUstioal Ahdract of Bril hh India. It appears 
from the table alreaily given that foiirdifths of the 
entire net riwi'iiuc of India it? derivcul Irom land, 
opium, and salt; and the inelastic charaeti'r of the 
Indian revenue is at once shown il‘ the avi'rage. yiidd 
of these three, sources of revenue, from 18(58 to 
1872, is eorapa,red with their average yield irom 
1873 to 1877. 



AtDvagt* daiing 
llvo yt'ius, 
hnni ISOH to IbTJ 

A\ioig( dunng 
! ilV(( 

fioin IhTfi to 1877. 




Ket Land Leveiuio 

Net Opium ,, * . 

Net Suit ,, . . 

t),720,b72 

5, l()6/370 

1 X‘ 

1 18,529,47^1 

! 6,388,555 

5,735,936 

Totals . , . 1 

j 

at 1,1 78,1193 

36,650,942 
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It will be extremely important to keep these con- 
clusions as to the inelasticity of the Indian revenue 
steadily in mind when considering, as I now propose 
to do, the prospects of Indian expenditure. It 
will not be necessary to examine all the detailed 
items* of this expenditure, for I believe it will be 
perfectly possible to obtain data from which a correct 
opinion on the subject can be formed, by directing 
attention to the four chief branches of expenditure — 
namely, military expenditure, cost of administration, 
loss by exchange, and interest on loans for the 
general purposes of government, as well as for 
public works. 

No subject connected with Indian finance demands 
such prompt and anxious attention as the enormous 
and increasing burden which is thrown upon India 
by her military expenditure. I have already referred 
to the fact that, even in a time of peace, the cost 
of the army to India is upwards of 17,000,000?. 
a year, 45 per cent, of her entire net revenue of 
37,500,000?. being thus absorbed. It seems more- 
over that no limit can be placed to the extent to 
which India may not be exhausted by this dram 
on her resources. In the financial statement of 
1878, allusion was made to the significant fact that 
the cost of the army being at that time more 
than 17,000,0()0?., bad increased by “upwards of 
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1,000,000^. since 1875-7G, aiul that a large part 
of this increase was in tlie expenditure recorded in 
the home accounts.” But serious as seemed to be 
the danger, at the time when those words were 
spoken, that India was gradually having thrown 
upon her a military expenditure which with her 
stationary revenue she would be absolutely powerless 
to bear, yet how indefinitely has this danger been 
increased by the events of the. last few months. 
1 shall carefully ab,sta,in from saying a. single word 
on the Afghan war which is not most strictly relevant 
to the subject now under discussion. It is, however, 
of the utmost importanee to the fut.urc of India that 
the c'onscrpienccs involved in ea.uying out what is 
known as a “forward” frontier policy should be 
considered in their financial as well as in their 
military aspects. It would not he more unreason- 
able to decide what is the best hou.se for a. particular 
individual to live in, Avithout having any regard to 
his income, than it is, on a mere eonsidm'ation of 
military tactics, to determine to advance the. frontier 
of India, without first ase.ertaiiiing the. expenditure 
which sjich an advance would necessitate. It is 
particularly worthy of remark that those who have 
been foremost in advocating a “ forward ” frontier 
policy in India have apparently ignored any con- 
sideration of its cost. The long and able statements 
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of Sir Heiiiy Rawlinson, Sir Bartle Frere, and Lord 
Napier of Magdala, contain scarcely a single refer- 
ence to the financial aspects of the policy which they 
advocate. On the other h^nd, nothing can be more 
precise than the declarations of many of those most 
compietent to express an opinion on the question, 
that the frontier could not he advanced without 
causing a most serious permanent addition to the 
niihtaiy expenditure of India. Lord Lawrence, 
speaking of such an advance as is now contemplated, 
declaied that it would “paralyse the finances of 
India.” This was not simply his individual opinion 
It has been often said that no Governor-General 
was ever surrounded by abler men than those who 
constituted the Council of the Viceroy in 1867, 
and the despatch which contains this remarkable 
declaration was signed not only by Lord Lawrence, 
but by the Commander-in-Chief, Sir W. H. Mansfield 
(afterwards Lord Sandhurst), Sir H. S. Maine, Mr. 
G. N. Taylor, Mr. ^Y. N. Massey, Sir Henry Durand, 
and Mr. G. U. Yule. This despatch, moreover, was 
addressed to Sir Stafford Northcote, who was then 
Secretary of State for India, and its conclusions 
were accepted by him and the Government of which 
he was a member. In view of these facts I think 
it may be fairly asked, if the expienditure necessary 
to carry out a particular policy would have paralysed 
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the finances of Iiulia in 18G7, what single ciremn- 
stanco can be pointed to whi(;h would show tliat 
sucJi an expenditure would in'oduce less .soi'ious con- 
sequences at the present time No one c.in pretend 
to say that India’s financial condition is more flourish- 
ing now than it was then. Since 1867 she hac had 
to bear the severe strain of successive famines ; and 
in 1867 there seemed to be no probability that her 
finances would be c,rip])lcd by (hat de])reciii.tion of 
silver which has binm said by one who spoke with 
the authority of a F]na.nc.e Ministiu' “to east a grave 
shadow on the future of Indian finani'e.” ‘ In easi' 
it may bo objected that these opinions of Lord 
Lawrence and his Conned W(‘re (‘Xpressed before 
the publication of the meinorandum of 18ir llmuy 
Rawliuson, who throughout has been the. most 
influential advocate of a “forward” policy, It may 
be well to point out that after this momorandum 
had been submitted to all the highest authorities in 
India, there is not a single word to be found in 
any of the minutes which they wrote upon it, which 
can be interpreted as the expression of a more 
favourable, opinion of the financial results which 
would be produced by advancing the frontier into 
Afghanistan. Thus Sir E. H. Davies, the Licutmiant- 
Governor of the Punjaub, says; “ Sir If. Eawlinson’s 

1 See Hpooch Sir W. Mua iit GalcuUn, Apiii la, 
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proposals would again plunge us into tlie ever-shifting 
sands of Central Asian intrigue at a cost which we 
cannot afford.'’ Sir Richard Temjilej who has filled 
many influential positions In India, says “Under 
Providence we are trustees for the pubhc funds of 
Indian and we are responsible for the careful applica- 
tion of them. When there are so many objects of 
certain usefulness and necessity within India itself 
on which to spend this money, it is a grave thing 
to expend such money in foreign regions on objects 
of doubtful expediency.” ^ The very evil which Sir 
R. Temple thus anticipated has actuallj’’ come to 
pass; for as Governor of Bombay he has himself 
been obliged, under the financial pressure caused by 
the military expenditure in Afghanistan, to per- 
emptorily order that all public ■works, nay, even all 
repairs except those which are absolutely necessary, 
should be stopped in that Presidency. 

In order to obtain as distinct an idea as possible of 
the conseq^uences which may be produced on the 
financial condition of India by carrying out this 
“ forw'ard ” frontier policy, it will be desirable to refer 
to some estimates which have been made »f its cost 
by those most competent to form an opinion. The 
late Lord Sandhurst, who was scarcely less distin- 
guished as a financier than as a soldier, writing in 


‘ Sec Af^lkin Papeis, 187^^. 


V 
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1875, declared that the oc(‘Uj[jatiou of the advanced 
positions winch it is proposc.d should he held beyond 
our present frontier, would reipure an addition to the 
strength both of the Eurojieau and native army m 
India which would jicrmancntly increase her military 
expenditure by more than 3,000,000Z. a year.-- One 
of the very highest of Indian military authorities. Sir 
Henry Norman, has lately declared that if the advance 
were confined simply io fhe occu[»ation of Koorriim, 
.Telia, labad or Dalca, and ('aiidaJjar, a,t li'UiSt, thirteen 
or fourteen thousand a,dditional i.roops would be re- 
quired, one-third of whom wotddhave to bi‘ Ihitish, and 
that their cost would lie 1,000, 000/. pin- annum ; tliis 
sum, moreover, is independent of the largi' amount that 
would have to bo expmided on fortifications a,nd otlicr 
military works, and also in subsidising tlu' hill tribes. 
It is, however, setu-eoly necessary to ri'fer even to such 
high authorities as those just (pmtod. It can no 
longer bo regarded as a matter of surmise that the 
frontier policy, which is now being pursued in India, 
will make a most serious permanent addition to her 
militaiy expenditure. Loss than a mouth had idapscd 
from tho- time our troops had crossed the frontier 
when it was announced that it had been decided to 
increase the native army by 15,000 men, or about 12 
per cent. There is no point connected with the 
goverjument of India on which there, is grea,t(>r 
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unanimity of opinion tlian that it would not be 
prudent to add to the number of the native army 
without proportionately increasing the strength of 
the European army. An Increase of 12 per cent, 
in the European and native army will certainly 
involve a cost of not less than 1,500, 000 Z. a year. 
It would therefore appear that two powerful agencies 
will be brought simultaneously into operation most 
seriously to augment the military expenditure of 
India. In the first place, as Sir John Strachey bas 
pointed out, the army, from administrative causes, is 
becoming more costly in proportion to its numbers ; 
and, in the second place, the policy which is now being 
pursued is necessitating a very material addition to 
the strength of the army. The extremely grave con- 
sequences involved in such an inciease of military 
expenditure vull be shown when considering whether, 
in the present financial condition of India, there is 
any probability that such new charges can be met, 
without imposing taxes intolerably burdensome to the 
people, or accumulating an indebtedness which will 
augment the taxation that will ultimately have to be 
imposed. ’ 

Passing on to consider the second of the four chief 
branches of expenditure — namely, the general cost of 
administration — the evidence which was given before 
the Parliamentary Committee on Indian .^finance 
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affords aliiiost innumerable examples of the striking 
manner in wliieli the various items which compose 
this general cost of administration luive increased 
during the last twenty years. A most valuable table 
was furnished to the Committee by Mr. Gay, tlij? 
Deputy Comptroller-General of the Finances, in which 
a comparison is made between the cost of administra- 
tion in 1871 and 185G, two years before the abolition 
of the East India Company. From this talilc it 
appears that the cost of the government of India, ('x- 
cludiug expenditure on the army and public works, 
has increased during the period referred to from 
14,964,8G7^ to 23,271,082?.’ There is scari'cly a 
single item in which tluu-c has not been a markcal 
augmentation, and this growth lias continued up to 
the present time. Thus, taking a few instances : — 

isnii w. i.s7n-7i 

Superannuation, ictirod, and conipaKHionatn 
allowances . , 42l,l>;iO 655,909 

Stationeiy and printin^,^ . . 12B,I97 2^^3,075 

Medical services . . . . 175,714 523,480 

I believe it can he shown that a part at least of the 
large increase in the general cost of administration is 
undoubtedly due to a want of adequate economy ; 
but without, for the moment, inquiring what portion 
of this increase of expenditure could have boon 

' See Appendix to Report of Coimniltee on East Indian Finance, 
1872, p. 518. 
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prevented if India, since the abolition of the East India 
Company, bad been governed with less extravagance, 
it is obvious that tbe greater tbe extent to whicb tbis 
additional outlay has arisen ’from causes tbe operation 
of wbicb cannot be controlled, the more serious is tbe 
prosjibct for the future. If money has been wasted 
in tbe past, tbe continuance of tbis vmste can be pre- 
vented ; but a remedy cannot be so easily applied if 
tbe cost of a particular department becomes greater 
in consequence, for instance, of a rise in prices. ,Tbe 
very detailed evidence which was given before tbe 
Indian Finance Committee by Mr. Harrison, Comp- 
troller-General of India, leaves no room for doubt 
that a not inconsiderable portion of tbe increase in 
tbe cost of administration between 1856 and 1871 
was due to a rise in general prices. There was during 
this period, and especially at tbe time of tbe American 
Civil War, a very large influx of silver into India. A 
portion of this silver was sent to purchase cotton at 
extremely high prices ; and another portion repre- 
sented capital which was raised in England and sent 
to India for the eonstraction of railways and other , 
works. At tbe present time there seem to be indica- 
tions that the financial position of India may be 
prejudicially affected by a rise in general prices 
consequent on a depreciation in tbe value of silver. 
Allusion has already been made to tbe factThat as 
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reuently as December, 1878, au official paper was 
publish eel from wlucb it ajipears tliat tlie military 
expenditure of the present year will be greater than 
its estimated amount by 530,000?., wliicb is described 
as “compensation for bigb price of food.” It is 
evident that if there is a rise in general priees'*there 
is scarcely a single department, the cost of which may 
not, sooner or later, very materially increase. It is 
not, however, necessary here to pursue the subject 
further, because the extent to which general prices in 
India may be affected by the depreciation of silver 
can be more appropriately considered when discussing 
the third of the four branches of expenditure — namely, 
that which arises from loss by exchange. 

In the current financial year the loss by exchange 
was estimated, when the budget was brought forward, 
at no less than 3,000,000?. ; but, large as this sum 
is, the Government, in a revised estimate issued 
within the last few weeks, calculate that it will be 
exceeded by 500,000?. In 187G-7 the loss by ex- 
change, as appears from the table already given, was 
1,676,482?. In 1874-75 the loss by exchange was 
only aboNt 500,000?. A few years previous to this 
the loss was so trifling as scarcely to be worth notice ; 
and in 1870 the amount which was gained by ex- 
change exceeded, by a few thousand pounds, the 
amou^ lost. These figures .show, witli sf.riking 
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distinctness, with what remarkable rapidity this item 
in Indian expenditure has assumed its present serious 
proportions. Whether it is more likely that this 
charge on the Indian revenues will in future years 
diminish or increase, depends upon so many un- 
certaii? conditions that it would not he prudent to 
make a confident prediction on the subject. The loss 
by exchange, as previously explained, is primarily 
due to a depreciation in the value of silver, and one 
of the chief causes of this depreciation is the large 
additional supply of silver yielded by the Nevada 
mines in recent years. In 1875 the aggregate pro- 
duction of silver throughout the world is estimated 
to have been about 1 5,000, OOOZ., more than half of 
this amount, 8,0O0,O00Z. being obtained from the 
American mmes. Twenty years previously — ^namely, 
between 1852 and 1862 — the average annual pro- 
duction was only from 8,000,000^. to 9,000,000?., and 
at that time no appreciable quantity came from the 
United States. Simultaneously with this large in- 
crease in the supply of silver many circumstances 
occurred which greatly diminished the demand for 
silver. Silver was demonetised m Germany ; and 
Germany consequently not only ceased to require the 
large amount of silver which she had previously used 
for coinage, but a great portion of the silver in 
circulation was withdrawn and sold by the Gq^an 

« E ® 
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Government. Another circumstance which has pro- 
duced a very important effect in dimiirishing the 
demand for silver is the great increase in recent 
years in the Indian home charges. The value of the 
products exported from India has always been much 
in excess of the value' of those imported. •Until 
quite lately the balance was liquidated by trans- 
mitting silver to India. In some years the silver 
thus sent amounted to more than 10,000,000?. Such 
a transmission of silver constituted one of the chief 
sources of the demand for silver, and was indeed 
one of the most important factors in maintaining its 
value. Each addition, however, that is made to the 
home charges diminishes pro tanto this demand for 
silver. An English merchant, for instance, who has 
purchased a hundred thousand pounds’ worth of 
Indian produce, instead of sending silver to India 
to pay for it, purchases bills from the Indian Govern- 
ment in England, drawn upon the Indian Govern- 
ment in Calcutta, and the amount of bills which the 
Government has to sell in England increases, of 
course, with each increase in the home charges. It 
is, I think, made sufficiently clear from this brief 
review of the various circumstances which have pro- 
duced a depreciation in the value of silver, and a 
consequent loss by exchange to the Indian Govern- 
me^ that the value of silver depends upon various 
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causes, some of wHcli may be regarded as entirely 
beyond the power of any Government to control. 
Thus the value of silver will be to a very consider- 
able extent determined by the future yield of the 
American mines. It is impossible to foresee whether 
the future productiveness of these mines will iacrease 
or dimmish, and it may of course happen that silver 
mines may be discovered in other parts of the world. 
It has, however, been shown that a powerful effect 
is being exerted at the present tune in depreciating 
the value of silver by the large amount of bills which 
have to be sold by the Indian Government in Eng- 
land to provide for the home charges. The amount 
of the home charges has increased to a most serious 
extent m recent years. Nothing, moreover, can avert 
a still further increase, if the expenditure is permitted 
so habitually to exceed the revenue that money has 
to be borrowed to make good the deficit. The loans 
being chiefly raised in England, it is obvious that 
the interest on these loans represents so much more 
which has to be transmitted from India to England, 
or, in other words, so much added to the home 
charges. 

It is important to direct particular attention to 
the influence exerted by each increase in the home 
charges in adding to the loss by exchange which 
India has to bear, since under any circumstant;<is it 
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would be a cause for ajoprebension to see a con- 
stantly augmenting proportion of tlio revenue of a 
country not spent in the country itself; but this 
circumstance becomes more serious when it can be 
shown that this expenditure of the revenues of India 
out of India exerts a direct influence in depreciating 
the value of silver, and in thus lessening the value 
of all that large part of the Indian revenue which, 
either permanently or temporarily, is received in the 
form of a fixed payment made in silver. 

With regard to the fourth and last branch of 
expenditure to which I have called attention — 
nam^Jy, the interest on loans — it is manifest that this 
subject is closely connected in many of its aspects 
with the question which has just been considered. 
The largest portion of the money which has been 
borrowed in recent years by the Indian Government 
has been obtained by loans raised in England ; and 
the additional amount which has to bo provided 
to meet the interest on these loans represents so 
much added to the home charges. In 1856 the sum 
annually required to pay the interest on the Indian 
Debt was 2,190,000?., in 1870-71 it was 3,200,000?., 
and in 1876-77 it was 4,350,000?. From these figures 
it appears that in twenty years the annual charge for 
interest on the Indian Debt increased by about 100 
pet^ent. Nothing can bo more certain than that, 
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in the present financial condition of India, this in- 
debtedness must continue steadily to increase. The 
figures which have already been quoted, conclusively 
show that the ordinary r^enue of India is only 
barely sufficient to meet the ordinary expenditure, 
and Aat consequently, in the words of one who 
speaks with official authority, every fresh contingency 
and every new charge involve some addition to the 
debt of India. Thus, within the last few years, 
16,000,000?. has been spent in famine rebef, and 
nearly the whole of this amount has been obtained 
by loans, the interest on which involves an annual 
charge of about 700,000?. Money, however, is not 
borrowed by the Indian Government simply to meet 
such charges as these ; it has for some time been 
their settled policy to borrow each year not less than 
4,0i00,000?. for the construction of railways and 
works of irrigation. The public works, which are 
thus constructed out of borrowed money, are no 
doubt undertaken by the Indian Government with 
the idea that they will be reproductive, or, in other 
words, that they will yield a net revenue sufficient 
to pay the interest on the capital expended. The 
experience of the past, however, proves that, although 
it is intended that these public works should be re- 
productive in the sense just described, yet, regarding 
the transaction simply as a financial one, the igioney 
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thus spent is really embarked in a most speculative 
and uncertain investment. Lord Salisbury, speak- 
ing at Mancbester in January 1875, 'wlien be was 
Secretary of State for India, said : — 

“The dif&eulties which surround the question of 
irrigation are very great. We can scarcely yet be 
said to have had one genuine instance of financial 
success. The irrigating projects that have been 
carried out, if they have had for their basis the 
former works of native rulers, have in many instances 
been a financial success ; but then of course that 
favourable appearance of the account has been ob- 
tained by not charging the former expenditure of 
the native ruler. In those cases where we have 
begun the projects of irrigation for ourselves we have 
not reached, I believe, in any one instance, the 
desired result of a clean balance-sheet.” 

Although I think that Lord Salisbury, in making 
this sweeping assertion about the unsatisfactory 
financial results of these irrigation works, somewhat 
overstated the case, yet it is impossible for any one 
to deny the absolute correctness of the conclusion 
which has been officially arrived at, that on the 
9,000,000?. which has been spent in recent years on 
schemes of irrigation in Bengal, the return which is 
yielded is only | per cent.^ When it is remembered 

^ See Speech of Lord G Hamilton, when Under-Secretary of State 
for India, in the House of CommonR, January, 1878. Hansard^ 
voh cci^xyii. p. 331. 
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that every one of these particular works, at the time 
it was undertaken, was regarded as reproductive, 
nothing more need be said to show that, however 
useful or desirable public w<Jrks may be in India, it is 
more than probable that they will not yield a return 
sufficient to meet the interest on the capital ex- 
pended ; and conseq^uently there will be a deficit 
which will represent another item of expenditure, 
another charge upon the revenues of India, It 
therefore appears that at the present time the 
indebtedness of India must almost inevitably con- 
tinue to be augmented by two distinct causes. In 
the first place, as there is no surplus of ordinary 
revenue beyond ordinary expenditure, every* such 
contingency as war or famine is certain to lead to the 
debt being increased ; and, secondly, so long as the 
present policy is continued of constructmg public 
w'orks out of borrowed money, the loans which are 
raised for these works represent constant additions 
to the debt of India. 

Many other branches of Indian expenditure might 
be referred to, besides those to which attention has 
been here directed. I think, however, enpugh has 
been said on the subject of revenue and expenditure 
to establish the following conclusions with regard to 
the financial position of India : — 

1, The revenue is characterised by great inelasticity. 
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2. The expenditure has increased in a marked 
manner in recent years, partly from the general 
increase in the cost of administration, and partly 
from a depreciation in the value of silver. 

3. The military expenditure is excessive, absorbing 
45 per cent, of the entire net revenue of the country ; 
and this expenditure is likely to be greatly augmented 
if the frontier of India is advanced, as now seems to 
be contemplated. 

4. A comparatively stationary revenue having to 
meet an increasing expenditure, it will be necessary 
sooner or later to add to the taxation of India. If a 
deficit IS temporarily met by borrowing, the money 
which will have to bo provided to pay the interest on 
the loan must ultimately increase the deficit, which 
will have to be met by increased taxation. 

5. There has already been a most serious increase 
in the indebtedness of India, amounting in twenty 
years to 100 per cent. 

Such being the present condition of Indian finance, 
scarcely another word need be said to show that if 
some fundamental change is not promptly introduced, 
if expenditure is not rigorously curtailed, it will be 
absolutely impossible to avoid the necessity of im- 
posing on the people of India a large amount ot 
additional taxation. In order adequately to appre- 
ciate the grave consequences which may be produced 
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by an increase of taxation in India, it is essential to 
bear in mind that the question cannot be regarded 
as if it were simply a financial one. Between Eng- 
land and India, in matteiS of taxation, there is a 
fundamental difference. If some contingency should 
occu» in England which would render it necessary 
to obtain 5,000,000Z. by additional taxation, it is 
perfectl}'' well known how easily the money could be 
provided. More than 5,000,000?. could be raised 
by adding twopence in the pound to the income- 
tax, and by slightly increasing the duty on some 
article of general consumption, such as tea or spirits. 
But in India, if it became necessary to raise, not 
5,000,000?, but even a smaller sum, say 3,000,000?., 
by additional taxation, it will scarcely be denied that 
taxes might have to be imposed which would be 
regarded by the people as so burdensome as to create 
a most serious amount of discontent. When ex- 
amining in detail the present sources of revenue, I 
believe it was clearly proved that they present so 
little prospect of increase that, if additional revenue 
has to be obtained, it will be absolutely necessary to 
have recourse to some new forms of taxation. The 
truth of this conclusion is corroborated in a most 
striking manner by the recent action of the Indian 
Government. In order to obtain the comparatively 
trifling sum of 750,000?., the Government came to 
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the conclusion, as already stated, that no better 
course was open to them than to impose a trades 
licence tax of fivepence in the pound upon all trade 
incomes, even on those eCs small as 45. a week. As 
the Government of India must have been fully aware 
of the discontent which such a tax would inemtably 
cause, it may be fairly concluded that they would 
never have sanctioned it, if they could have dis- 
covered any less unsatisfactory way of obtaining the 
money required. But if the trades licence -tax "was 
regarded, a twelvemonth since, as the best mode of 
obtaining additional revenue, one of two things must 
occur if it becomes necessary still further to add to 

r 

taxation in order to provide for the increasing ex- 
penditure which is now taking place — either the rate 
of the licence tax must be advanced, or some tax 
which the Government considered, a twelvemonth 
since, still more objectionable must be resorted to. 
It is already rumoured that the income-tax will again 
be imposed ; and although this tax has often been 
supported on the ground that it will reach a wealthy 
class who are least heavily taxed, yet nothing can be 
more uiwvise than to ignore the very serious dis- 
advantages associated with the levying of such a tax 
in India. It was unequivocally condemned by three 
successive Indian Finance Ministers. The practical 
objections to the tax, a,s distinguished from the 
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theoretical arguments that may be adduced in its 
favour, have been stated with remarkable clearness 
by Mr. Laing, who for many years served in India as 
Finance Minister. He has ^aid that he regarded tbe 
income-tax as “ about as bad and obnoxious a mode 
of raising revenue as it is possible to imagine in a 
country like India .... I think that for an Oriental 
country, and with the Eastern habit of mind, any tax 
which imposes inquisition into individual means is 
attended with innumerable evils which are little felt 
in a country like England.” And he further expressed 
an opinion that, in consequence of the impossibility 
of preventing abuses connected with the assessment 
of the tax in a country like India, “ for every rupee 
that comes into the Treasury, two rupees are extorted 
from the population that have to pay the tax.” 

Probably, however, one of the most weighty objec- 
tions that can be urged against the imposition of an 
income-tax in India is that a great machinery of 
assessment, which it has been shown is hahle to the 
gravest abuse, is brought into active operation over 
the length and breadth of the country, in order to 
realise a very trifling financial result. Whe^j this tax 
was last levied in India, it was at the rate of two- 
pence-halfpenny in the pound, and the net revenue 
realised was little more than 500,000?. From an 
income-tax of twopence-halfpenny in the pound in 
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England about 5,000,000?. would be obtained, and 
many small incomes winch would be exempted in 
England would certainly be assessed in India. No fact 
can bring out with mofe striking distinctness the 
remarkable contrast between the wealth of England 
and the poverty of India. India contains a popula- 
tion more than seven times as great as that of 
England, and yet a tax which in England produces 
5,000,000?. yields little more than 500,000?, in India 
The amount, therefore, which can be raised by any 
form of direct taxation in India is, in consequence of 
the general poverty of the country, extremely small ; 
and the amount which can be raised by indirect taxa- 
tion may be regarded as having already nearly reached 
its utmost jiossible limits. Nothing more than a very 
trifling amount can ever be raised by imposing taxes 
on luxuries which are consumed by the few. The in- 
direct taxes which are really productive are those 
which are imposed on articles of general consump- 
tion. In India the mass of the people arc so poor 
that they use no article which can be taxed except 
salt, and the taxation on salt has already reached 
that extreme point when any increase of duty would 
seriously diminish consumption. Lord Lawrence, in 
the evidence he gave before the Indian Finance Com- 
mittee in 3 873, had his attention specially directed 
to the_question of obtaining additional revenue by 
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increased taxation in India. It will be generally 
admitted that, from his long official experience, and 
from his intimate knowledge of the habits and feelings 
of the Indian people, no ode could speak on such a 
subject with greater authority than Lord Lawrence, 
and tie unhesitatingly said ; I am not prepared to 
mention any new sources of revenue which I think it 
would be politic to make use of. Succession duties, 
and the tobacco-tax, and so forth, have been constantly 
talked of ; but we went into the subject very carefully, 
and came to the conclusion, almost unanimously, that 
it was unwise to introduce such taxes.” ’ As since this 
evidence was given, the suggestion has from time to 
time been revived that a tobacco duty should be 
imposed in India, it is desirable to refer to the reasons 
that were urged against it by Lord Lawrence. He 
showed that, m order to levy it, it would be necessary 
either to increase the assessment on the land on which 
it was grown — and this would be interpreted as an 
augmentation of the land revenue — or to levy an 
excise duty on tobacco. As tobacco is freely grown 
in all the native states whose boundaries are conter- 
minous with our own territories, it would become 
requisite, in order to prevent the importation of 
tobacco from these states, to establish custo m s lines 
extending over thousands of miles. As, moreover, 

^ See Beport of Committee on East India Finance, 1873,^p 330. 
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tobacco is often grown by tbe Indian people for 
tbeir own use, it would in all probability be found 
essential, in order to prevent the evasion of the duty, 
to make the growth of tobacco a Government 
monopoly. Scarcely any arrangement that could be 
adopted would be regarded as more harassing by the 
people of India. The opinion of other high author- 
ities against a tobacco duty might be quoted. Thus 
Sir Donald McLeod, who was for many years Lieu- 
tenant-Governor of the Punjaub, and who was 
admitted to be one of the ablest financial adminis- 
trators India ever produced, objected to the tax, and 
when examined before the Finance Committee directed 
its attention to an elaborate minute that had boon 
prepared condemnatory of a tobacco duty, by Mr. 
(now Sir John) Strachey. 

Unless it can be shown that the description which 
has been here given of the financial condition of India 
is inaccurate, I think it must bo admitted that the 
subject is one which should cause the gravest anxiety. 
But it will probably be said : If the finances of India 
_ are in so critical a condition, can nothing be done ? 
Can no eSbrt be made to avert impending embarrass- 
ment ? Of all the things connected vdth the financial 
administration of India that require to be done, 
nothing is so essential as the immediate recognition 
of the fact that India has hitherto been governed on 
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far too costly a scale. Her position is like tkat of a 
landowner who has been living beyond his income. 
Each year some new mortgage has to be raised to 
make good the deficiency* and as the interest on 
these successive mortgages accumulates, and as there 
is ncH reduction but rather an increase in the scale 
of his expenditure, his estate steadily becomes more 
burdened with debt. To add to his difficulties, he 
has borrowed large sums of money to carry out 
various improvements ; and, however desirable these 
improvements may be, many of them do not pay the 
interest on the capital expended. If, under such cir- 
cumstances as these, a practical man of business were 

It 

called in to advise what ought to be done, it is obvious 
that he would insist above all things that expenditure 
should be reduced. He would probably soon discover 
that which is usually the case when a man lives 
beyond his means, that in all directions too much 
money had been spent. There would be no chance of 
placing the estate in a secure position, unless its owner 
were prepared by rigorous retrenchment to bring his 
expenditure well within his income. Mortgages might 
then be gradually reduced, and when a sui^lus had 
been secured many improvements might be carried 
out which could not prudently be undertaken when 
there w’as a risk that they would burden the property 
with a still heavier load of debt. The remedy which 
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■would have to be applied under the circumstances just 
described not inaccurately repre.seat3 what is neces- 
sary to be done in order to place the finances of India 
in a sound position. Fdr some years the Indian 
Government has been living beyond its means. In 
almost every direction too much money has-been 
spent ; and those who have been responsible for this 
expenditure seem too often to have forgotten that 
India, instead of being one of the wealthiest, is one of 
the poorest countries m the world. Page after page 
might be filled with instances of reckless extrava- 
gance. At one time a private irrigation company 
with a capital of a million, the lOOZ. shares of which 
are unsaleable at the nominal quotation of 60Z., is 
bought by the Indian Government at par, and in 
addition a large bonus is given to be distributed 
among the of&cials of the company. At another time 
175,000Z. is expended in building and furnishing a 
country house for the Governor of Bombay. It is no 
exaggeration to say that it would not be one half so 
mischievous to permit a million of English money to 
be spent in building a mansion for an English minister. 
It is quite within recent years that the Public Works 
Department has assumed its present large proportions. 
No care apparently has been taken to adjust the 
supply of highly paid European ojG&cers in this de- 
partmefl-t to the demand, and it is now admitted 
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that there is a complete block in the higher grades of 
the service. Employment cannot be found for many 
who are drawing large salaries from Indian revenues, 
and it is acknowledged that many are simply holding 
on to become eligible for pensions. But it is not 
simpl}* that money has been thus recklessly squandered. 
It IS just the same with a nation as it is with an indi- 
vidual. Whether or not a particular outlay can be 
justified depends upon the amount of income out of 
which it has to be made. Nothing, for mstaiiee, may 
be more appropriate than for a man with 4,OOOL a 
year to live in a house the rent of which is 400 Z But 
if his income is only 1,000Z., to live in such a house 
would be an act of reckless folly. It is no use to 
dilate upon the advantages which a man would derive 
from keeping a carriage. If he cannot atford a car- 
riage, he must submit to the discomfort of a cab. 
Without an hour’s delay the fact should be recognised 
that India is not in a position to pay for various 
services which she receives at their present rate of 
remuneration. A most important saving might be 
effected by more largely employing natives in posi- 
tions which are now filled by highly paid Europeans, 
and from such a change political as well as financial 
advantages would result. A single example will show 
the great economy which might thus be effected. Mr. 
Rendel, Consulting Engineer of the East Indian 
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Eailway Company and of tlic Government Eailways, 
stated in liis evidence before the Public Works 
Committee in 1878 that three years ago not a single 
native engine-diiver was ’employed in India ; that on 
one railway, the East Indian, 150 are now employed, 
and that the saving thus effected is 15,000Z. a year. 
Mr Eendel added that the European is paid at least 
ten times as much as the native driver, and “the 
native does a lot more work — he works longer hours 
and gives less trouble. We arc entirely satisfied with 
the native drivers.” 

It is, however, scarcely necessary to remark, after 
what,has been said about the present and prospective 
cost of the Indian army, that excessive military ex- 
penditure has done more than anything else to create 
the present financial embarrassment. It is pai’ticu- 
larly to be borne in mind that the groat increase in 
this branch of expenditure has not been brought about 
by its being necessary for India to maintain a larger 
army. A few years after the abolition of the East 
India Company, what is known as the army amalga- 
mation scheme was carried out in direct opposition to 
the adOce of the most experienced Indian statesmen. 
India was thus, as it were, bound hand and foot to 
our own costly system of army administration, with- 
out any regard apparently being had to the fact that 
various schemes of military organisation, which may 
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be perfectly suited to a country so wealthy as England, 
may be altogether unsuiteJ to a country so poor as 
India. A single example will show to what an extent 
the pecuniary interests of Ifldia may, under the pre- 
sent system, be sacrificed. When, a few years since, 
the plan of short service was introduced, it was solely 
considered as an English question, and not a thought 
was apparently given to the effect it would have upon 
India. It need scarcely be said that a more costly 
scheme for India could hardly have been devised. 
The shorter the term of service the greater must be 
the charge for transport ; and the men, after they 
have completed a short term of service, are a reserve 
ready at hand for England, but many thousands pf 
miles away from India. I cannot do more on this 
occasion than thus incidentally allude to the question 
of army organisation, with the view of showing that, 
in order to reduce the military expenditure of India, 
it is not necessary to diminish the numerical strength 
of the Indian army It is, however, not to* be for- 
gotten that most distinguished Indian statesmen have 
declared that it would be far better to incur whatever 
risks may be involved in the reduction of th^ Indian 
army, than to face the danger which is certam to arise 
from an increase of taxation in India No man could 
be less likely than Lord Canning inconsiderately to 
recommend a reduction in the Indian army, -for he 



68 INDIAN FINANCE [i. 

■was Viceroy during the troublous days of the Mutiny ; 
and yet Lord Canning unhesitatingly afBrmed, and 
the opinion has subsequently been endorsed by Lord 
Northbrook, that if it were a question between impos- 
ing new and irritating taxes in India, such as the 
income-tax, “ danger for danger, he (Lord Calming) 
would prefer to reduce the army.” It is well known 
that an equally strong opinion as to the peril of adding 
to the taxation of India was expressed by Lord Mayo, 
a Viceroy who was alike distinguished for prudence, 
courage, and common sense, He had the sagacity to 
see that taxation in India could not be regarded as 
simpky a financial question, but that it involved poli- 
tical consequences of the gravest moment, In a 
passage which has been often quoted, he said that it 
was almost impossible to exaggerate the discontent 
which was produced among all classes in India, both 
European and native, by the “ constant increase of 
taxation which had for years been going on.” Deaf 
to these warnings, instead of anything olFectual having 
• been done to arrest the growth of taxation, the financial 
position of India now is far more unsatisfactory than 
it was ih Lord Mayo’s time. Not only has there been 
an increase of Imperial taxation — new and irritating 
taxes, such as the licence tax, have been imposed — 
but in recent years the country has been enveloped in 
a network of local taxation. Lord Northbrook, in 
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August, 1878 , in presenting an important petition 
from India in tlie House of Lords, endorsed tte state- 
ment tLat “ within the last seven years, in Bengal 
alone, there has been an increase of about a million, 
and for the whole of India more than three millions, 
per anhum by provincial taxation.” 

When such opinions as these have been expressed 
by those who must be regarded as the very highest 
authorities on all questions affecting the government 
of India, it is not too much to say that the very exist- 
ence of our rule in India may be gravely imperilled 
unless the finances of that country are placed in a 
more satisfactory position. The English people should 
awaken to the fact that the question is one which 
vitally concerns themselves as well as the people 
of India, There is scarcely any event which would 
bring greater discredit and greater misfortune on 
England than for the Indian Government to be forced 
to say : ‘‘ Our financial exigencies are such that it 
is impossible to pay our way without coming to 
England for pecuniary aid.” A burden might thus 
be cast upon English taxpayers which they would 
find hard to bear, and the consequences fiD India 
would be still more disastrous; for from the hour 
in which she was obliged to seek subventions from 
England, her virtual insolvency would be proclaimed. 
Before it is too late, England should resolve that 
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such a coutingency should be averted. Hitherto, 
it has unfortunately too frequently hapj^ened that 
the influence of England has been exerted not to 
save, but to spend, the hioney of the Indian people. 
The well-known saying of one who held a high 
official position is only too true, that “ Indian finance 
has again and again been sacrificed to the exigencies 
of English estimates.” No one can reasonably desire 
that the English I'arliainent should perpetually 
meddle in the details of Indian administration. It 
should, however, never be forgotten that when the 
Bast India Company was abolished, the Englisli 
people became directly responsible for the govern- 
ment of India. It cannot, I think, bo denied that 
this responsibility has been so imperfectly discharged, 
that in many respects the now system of government 
compares unfavourably with the old. Figures have 
already been quoted to show to wdiat a remarkable 
extent the cost of administration lias increased since 
the East India Company was abolished. There was 
at that time an independent control of expenditure 
which now seems to be almost entirely wanting. It 
was, 11(7 doubt, intended, when the government of 
India by the Act of 1858 was transferred from the 
Company to the Crown, that the Council of the 
Secretary of State should exercise the same control 
over Indian expenditure, as had formerly been 
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exercised by tbe Directors of the Company and by 
the Court of Proprietors. But gradually the influence 
and control of the Council have been so completely 
■whittled away that it is nt)w openly declared by a 
Secretary of State that he can spend the revenues 
of India, beyond her frontiers, without obtaining 
the consent, or even bringing the subject under the 
notice, of his Council. Whether or not the power 
thus claimed is really conferred upon him by the 
Act of 1858, and by Acts which have subse- 
quently been passed, raises questions which I can- 
not attempt to enter upon here. The whole subject, 
however, of the inadequacy of the control now 
exercised on the expenditure of the revenues of India, 
is one that urgently demands the most careful in- 
vestigation. Nothing can be more unsatisfactory 
than the present state of things. When the Secretary 
of State desires to avoid responsibility, he can shelter 
himself behind his Councd ; when he desires to act, 
untrammelled by their control and unhampered by 
their advice, he can ignore them as completely as 
if they did not exist. ^ 

In attempting to direct attention to ths^ present 
financial condition of India, I am chiefly desu’ous 


1 Tlie inadequacy of tlie control exercised over the financial adminis- 
tration of India by the Act of 1858, and the Acts subsequently passed, 
luXh been lefencd to in the Intioduction to this volume. 
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to show how important are the issues involved, and 
how urgently the subject demands prompt considera- 
tion. Eoghshmen of all political parties are alike 
anxious that no misfortufie should befall our Indian 
Empire. Opinions may differ as to the importance 
to be attributed to certain dangers with which she 
is sometimes said to be threatened ; but no one can 
deny the reality of the peril which will be brought 
upon her by financial embarrassment ; and the day, 
I believe, is not far distant when, with common 
consent, it will be said that those are the wisest 
governors of India who act steadily upon the maxim 
of a ^reat statesman, that “finance is the key of 
England's position m India." ' 
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In the previous Essay, I endeavoured to describe 
the financial condition of India, and I hope to be 
able in the following remarks to show the additional 
light which has been thrown on the present financial 
condition of that country by the budget which has 
been lately introduced at Calcutta, and by the 
financial arrangements which it is proposed to carry 
out both in England and India during the present 
year. The simple announcement that an exception- 
ally large addition to the indebtedness of India is 
to be accompanied not by an increase, but by a 
remission of taxation, is sufficient to show the 
extreme gravity of the financial situation in India. 
During the current year it is proposed to raise a 
4| per cent, loan of 3,500,000/.^ in India; the 

1 May, 1879, ^ 

2 The amount of the loan to be raised in India is 6,000,000/., and 
not, as here lepresented, 3,500,000/ It appears, howevei, from the 
budget statement for 1879-80, lecently issued at Calcutta (see para- 
graph 268), that about 1,500,000/. of the 5,000,000/ which it is 
proposed to borrow is “needed to discharge, on the 1st of May 
next, the untransferred portion of the 5^ per cent IcrUn,’^ and, 
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Government have already announced their intention 
to introduce into the House of Commons a Bill 
which will authorise the Indian authorities to borrow 
10,000,000i* in England; and 2,O0O,OO0Z. is to be 
advanced, free of interest, by England to India, as 
a contribution towards the expenses of the Afghan 
war. It therefore appears that in a single year it 
is proposed either to borrow, or to take authority 
to borrow, no less a sum than 15,500,000?., an 
amount which represents more than one-tenth of 
the entire national debt of India. If it were possible 
to obtain additional revenue by fresh taxation, no 
one 2,an suppose that the Indian Government would 
be so improvident as to sanction proposals which 
will cause such a largo addition to be made to Indian 
indebtedness, without making any attempt to supply, 
by increased taxation, a portion of the deficit which 
has to be met. It may, therefore, bo concluded that, 
in the opinion of the Indian Government, the extreme 
limit of taxation has now been reached in that 

therefore, the “net amount thus called for m only .3,500,000!!.” I 
iim so anxious not to overstate the financial exigonoios of India, 
th«it I acaept tins conclasion, altliough it is important to bear in 
mind, as appears £jom the same paragraph of tlio budget statement, 
that the necessity of raising a still larger loan to meet this year’s 
heavy deficit has only been avoided by resorting to the temporary 
expedient of providing l,200,000i: “from the public balances'’ 

^ This amount, after a strong remonstrance from the House of 
Common!?; was eventually i educed lo 000, 000/. 
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country, and that, unless expenditure can he reduced, 
there is no margin from which to make any provision 
for such contingencies as war aad famine, which we 
are officially told are certain to recur. Constant 
borrowing must consequently be regarded as the 
normSl condition of Indian finance. 

Although it may be thought that nothing can 
exceed the seriousness of the state of things thus 
disclosed, the outlook for the future becomes even 
much worse when it is seen that, in the midst of 
this embarrassment, the Indian Government are 
surrounded with influences that compel them to 
surrender a portion of the revenue, which,, they 
themselves admit is altogether inadequate to satisfy 
the demands now made upon it. The import duties 
on cotton goods are, during the present year, to be 
partly remitted, at a cost to the Indian revenue of 
about 15O,000Z., which next year will be increased 
to 200, 000 No one for a moment will even pre- 
tend to say that, in the present state of Indian 
finance, the idea would have been entertained of 
remitting these duties if the finances of India werp 
administered in the interest of that countr;f alone. 

The partial remission of these duties has been 
defended on the ground that they are protective in 
their character, and that it is wrong for free-trade 
England to sanction, in any form, the continuance 
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of a protective duty. It is not, I believe, difl&cult 
to show that these duties are much less protective 
than is ordinarily supposed. It is important to 
bear in mind that in the Bombay mills, -which are 
said to enjoy protection at the expense of Lancashire, 
the manufacture is almost entirely confined fo the 
coarser sorts of cotton goods, upon which, when 
imported, no duty is imposed. But even if it is 
admitted that the import duties on cotton goods 
are as protective as they are alleged to be by the 
representatives of the manufacturing interest in 
England, it -would be necessary, in order to justify 
the repeal of these duties, to show either that India 
could spare the revenue which they yield, or that 
it could be obtained in some other less objectionable 
form. When it is remembered that not a single 
year passes without a most serious addition being 
made to the indebtedness of India, it at once becomes 
evident that, as India has no surplus, she cannot 
surrender a single shilling of revenue without an 
equivalent amount being added to her debt. As 
long, therefore, as the state of Indian finance is such 

o © 

that sho not only has no surplus, but has annually 
to borrow in order to make good a heavy deficit, 
it is impossible to justify any remission of taxation, 
unless the sacrifice of revenue which such a remission 
involves- is to be compensated for from some other 
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source. No one, so far as I am aware, has suggested 
new taxation, by which it would be practicable to 
obtain the revenue which is yielded by these cotton 
duties. In considering que^ions of taxation nothing 
can be more unwise than to conclude that that 
particMar tax must be the best which is most in 
accord with the principles of economic science. The 
tastes, the habits, and the wishes of the people on 
whom the tax is to be imposed ought to be most 
carefully considered, and I believe it will not be 
denied that of all the taxes w^hich are levied m 
India, there are none to which the people of that 
country feel so little objection as the import duties 
on cotton goods. It is, moreover, particularly worthy 
of remark, that the repeal of these duties must 
certainly tend to create greater inequality in the 
incidence of taxation in India. It will be generally 
admitted that, owing to the difficulty of imposing 
taxes which reach the wealthy classes, an unduly 
large part of the revenue of India is contributed by 
those who are extremely poor. As the cotton duties 
are now almost entirely imposed on the finer sorts 
of goods, which are chiefly consumed by the rich, 
it is obvious that the repeal of these duties would 
reduce the amount of taxation paid by the wealthy, 
and would consequently still further increase the 
inequality in the taxation borne by the poor. • 
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It is sometimes urged that the real objections to 
these duties arc not adequately understood by the 
people of India, and that they fail to appreciate the 
loss that IS caused to theih by their continuance. But 
precisely the same remark holds true with regard to 
every country in which a protectionist taiiff is' main- 
tained. The people of Canada, for instance, appear 
to be altogether insensible to the injury which they 
are about to inflict upon themselves, by the more 
onerous protective duties with which they seem 
determined to fetter their commerce. But even if 
India could aflbrd the sacrifice of revenue which is 
involved in the reduction of the cotton duties, it is of 
the first importance most carefully to inquire whether 
there are not other taxes in India which could with 
greater advantage be reduced. It is now universally 
acknowledged, that no circumstance connected with 
the financial condition of India is so serious as tlie 
increased burden which is imposed upon her through 
the loss by exchange. It need scarcely be remarked 
that, in order to bring about a more favourable state 
of exchange, it is necessary either to increase the 
remittances which other countries have to make to 
India, or to diminish the remittances which India has 
to make abroad. If her export trade should increase, 
there will be a larger amount to remit to India. 
There will consequently be a greater demand for bills 
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on India, and tlie price of tliese bills will advance ; in 
other words, the exchange will become more favourable. 
At the present time an export duty is levied on rice 
and some other articles of Ifidian produce. If these 
export duties were repealed, the export trade of India 
might^eceive an important stimulus, and an influence 
would thus be brought into operation to diminish the 
loss by exchange which she now has to bear. The 
policy which is now being pursued by the Indian 
Government will produce an exactly opposite result. 
The reduction of the cotton duties will increase the im- 
ports into India. The amount, therefore, which India 
will have to remit to other countries will be pi^ipor- 
tionately mcreased; the demand for bills on India 
will consequently be diminished; and thus, at the very 
time when the loss by exchange is causing a most 
severe strain upon the finances of India, the Indian 
Government adopts a policy which not only involves 
an indefensible sacrifice of revenue, but which directly 
tends to create a still more unfavourable exchange. 

Greatly as the remission of the cotton duties is, for 
the reasons just adduced, to be deprecated, there are 
other objections of a much more weighty ki»d to be 
urged against this needless sacrifice of revenue. The 
most prominent feature in the Indian Budget of 1878 
was the formation of what was described as a famine 
fund. The present Finance Minister, Sis John 
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Stracliey, came to the conclusion, after a careful 
and exhaustive review of the state of Indian finance, 
that, the ordinary revenue of that country being 
barely sufiicient to meet its ordinary expenditure, 
there was no margin left from whieh any provision 
eould be made for sueh contmgeneies as war and 
famine. During the past twelve years there have 
been four famines in India; and since 1873 the 
famine in Bengal and the recent famine in Southern 
India have entailed an expenditure of 16,000,000Z. 
As there was no margin of surplus revenue from 
which this large expenditure could be provided, the 
money had to be obtained by borrowing, and the debt 
of India has been proportionately increased. In order 
to prevent the recurrence of such a state of things, it 
would obviously be necessary, in years in which there 
were no famines, to secure a surplus that would enable 
a fund to be formed, from which the money required 
for the relief of famine could bo provided. After 
calculating the amount of famine expenditure during 
the period above mentioned, Sir John Strachey came 
, to the conclusion that, in order to establish a fund 
adequate for the purposes intended, it would be 
necessary to obtain an additional revenue of about 
1,500,000?. a year. In order to provide this extra 
revenue, a licence tax of about 2 per cent, was 
imposed, and this tax was made to reach those who 
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earned no more than four shillings a week. New 
cesses were levied in Bengal and other parts of India ; 
and although the salt tax was reduced in the parts of 
the country which paid thele new cesses, an addi- 
tional revenue was raised from salt, and the people of 
Madras and Bombay, who were just recovering from 
the effects of a most terrible famine, found the salt 
duty increased by no less than 40 per cent. It was 
so generally admitted that, in the present condition 
of India, nothing but extreme necessity could 
justify this new taxation, that the Government 
lost no opportunity of declaring that the money 
which was to be obtained from this new and ex-sep- 
tionaUy burdensome taxation, was to meet a national 
emergency, and that it should be scrupulously devoted 
to the relief of famine. Nothing could be more 
specific than the following declaration of the 
Viceroy : — 

“ The sole justification of the increased taxation 
which has just been imposed upon the people of India 
for the purpose of insuring their Empire against the 
worst calamities of future famine, so far as such an , 
insurance can now be practically provided, a the 
pledge we have given that a sum not less than a 
million and a half sterling, which exceeds the amount 
of the additional contributions obtained from the 
people for this purpose, shall be annually applied to 
it. . , . We have pledged ourselves not to spen'3. one 
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rupee of the special resources thus created upon works 
of a different character.” 

When the nature ^ of the new taxation which was 
imposed upon the people of India is considered, a 
most ready assent must be given to the opinion thus 
expressed by the Viceroy, that the “sole justififfation ” 
for the taxation was to be found in the purpose to 
which it was to be applied. The trades licence tax is 
an income tax in its most aggravated form, for it is 
an income tax from which every official and pro- 
fessional income is exempted. 1 doubt if the English 
people would consider the gravest emergency to 
justify the imposition of an income tax which would 
fall upon almost every artisan, and would leave un- 
touched the entire official class, all the officers in the 
army, and all professional men. The salt duty had, 
before its recent increase, been one of the heaviest 
imposts ever levied on a first necessary of life. And 
yet the starving millions of Madras and Bombay, 
when they were scarcely able to raise their heads from 
the terrible affliction that had visited them, were told 
.that the salt duty was to be increased by 40 per cent. 
Under'^these circumstances it can be readily under- 
stood how necessary it was deemed by the Viceroy to 
endeavour to allay discontent, by giving the most 
distinct promises language could convey, that not “ one 
rupee ^ of the money which was thus collected from 
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the poorest of the Indian people should be devoted to 
any other purpose than providing a fund which might 
relieve their future necessities. The new taxes have 
been collected, and not a shilling of the money which 
they yield has been devoted to the purposes to 
which they were pledged. A few months after the 
famine fund was called into nominal existence, the 
invasion of Afghanistan was undertaken, and the 
fund was absorbed in defraying the expenses of 
this military expedition. It will perhaps be said that 
the whole of the famine fund has not been devoted 
to this purpose, and that a portion of it is to be 
devoted to the partial remission of the cotton duties ; 
for if these famine taxes had not been imposed, the 
Indian Government would not have thought that 
they could possibly spare the 200,OOOZ. which the 
reduction of these duties wiU cost the revenue of 
India. But whatever conclusion may be adopted as to 
the precise manner in which the money which was 
intended to create a famine fund has been spent, 
there can be no question that not a fraction of the 
new taxation which was imposed for famine pu^oses * 
has been devoted to this object. The pledge which 
was made to the Indian people has been alike broken, 
whether the money which they have been called upon 
to contribute has been expended for military purposes, 
or has been spent in enabling the Government in part 
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to satisfy the demands which have been so persis- 
tently pressed upon them by the cotton-manufacturing 
interest in England. 

It may not improbably happen that, in discussions 
on Indian finance, the famine fund will be referred to 
as if it stiU had an existence. Financial complexity 
has apparently for some people a strange fascination ; 
and there are those who always seem to cling to the 
belief, that a considerable improvement can ho effected 
in the finances both of a nation and of an individual 
by a dexterous arrangement of figures. Nothing can 
be more precise than the declarations which were 
mad's when the famine fund was established, that a 
part of the additional revenue yielded by the new 
taxation should be devoted to the reduction of debt; 
The reductions in the debt which would thus be 
effected in the years when there were no famines 
would, it was supposed, be equivalent to the addition 
that had to be made to the debt when famines had to 
be relieved ; and consequently, over a series of years, 
the relief of famine would involve no increase in the 
- indebtedness of India. It is obvious that the whole 
of thii arrangement at once falls to the ground when, 
as is the case during the present year, although there 
is no famine, the necessities of the Indian Government 
are such that, instead of the debt of India being 
diminished, it is proposed to make to that debt an 
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unprecedentedly large addition. It may be urged that 
India, in the present state of ber finances, cannot 
possibly do without the additional ravenue which is 
obtained from the taxes imposed for the creation of a 
famine fund. But if this be so, then it is far better 
at once to recognise the fact that these new taxes have 
not been applied to the creation of a famme fund, 
but that they are required for the general purposes of 
the Indian Government ; and amongst these purposes 
it is particularly to be noted that the one which is 
considered of most pressing urgency is to reduce the 
import duties on cotton goods. 

Although the amount of revenue which will be lost 
through the reduction of the cotton duties is com- 
paratively small, yet it is almost impossible to over- 
estimate the importance of the principles involved in 
this particular financial measure. It at once suggests 
the inquiry, To what extent ought the interests of 
England to control the finances of India ? Not only, 
as has been already shown, have the most positive 
promises which the Viceroy made to the Indian people 
been disregarded, but I think it will scarcely be 
denied that a resolution which, at the instance of th^ 
Government, was unanimously passed by the House 
of Commons, has been entirely set aside. On the 
10th of July, 1877', a motion was brought forward 
demanding the immediate repeal of the cotton duties. 
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The Government resisted it, on the ground that India 
could not at that time aflford such a sacrifice of 
revenue ; and the truth of this was so generally- 
recognised that, without one dissentient voice, it was 
affirmed that the repeal of these duties should be 
postponed until the financial condition of ' India 
became more satisfactory. Is it possible to point to 
one single circumstance, which would justify the con- 
clusion that the finances of India are in a more 
satisfactory state now than they were two years since, 
and that India can now afford a sacrifice of revenue 
which she could not afford then ? It is repeatedly 
said that the loss by exchange has done far more than 
anything else to cause embarrassment to Indian 
finance. In 1877 the loss by exchange was estimated 
at about 1,676,482?. ; during the present year it is 
calculated that India will lose by exchange 3,900,000?. 
In 1877 the amount added to the debt of India was 
6,380,000?. ; during the present year the Indian 
Government desires to borrow, or take authority to 
borrow, no less than 15,500,000?. It is, however, 
needless to multiply examples to show that if in 1877 
India cpuld not afford to sacrifice any existing source 
of revenue, she is in a far worse position to afford such 
a sacrifice at the present time. On all sides opinions 
are now expressed about the state of Indian finance, 
which only a short time since would have been 
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described as the idle forebodings of sensational 
alarmists. The following is a description of the 
budget of the present year by one who certainly 
cannot be regarded as a prejudiced critic of the Indian 
Government ; — 

“ The Indian press and the public continue to discuss 
the Financial Statement, and all classes, both Euro- 
pean and native, show singular unanimity in condemn- 
ing it, all sides describing it as the most melancholy, 
the most disheartening, and the most unstatesman- 
like ever issued by the Government since the 
budget system was introduced.”^ 

Although the opinion may be readily endorsed that 
nothing can be more unstatesmanlike than to sur- 
render revenue at the very time when an exceptionally 
large deficit has to be met by mcreased borrowing, 
yet I think it would be unfair to single out Sir John 
Strachey for special censure, and to assume that he, 
being Finance Minister, is solely responsible for the 
financial arrangements which he has had to propose. 

It is probably impossible for any one who is outside 
the Government properly to appreciate the difficulties 
with which the Finance Mmister has had to contend. ^ 

m 

One of his predecessors in office not many years since 
bitterly complained of the “ extent to which Indian 

^ Times Calcutta coriespondent, in the Times of the 24th of March, 
1879, 
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finance was often sacrificed to the exigencies of 
English estimates ; ” and, if there were no occasion 
for official reserve, the present remission of the duties 
on cotton goods would pot improbably be referred to 
as an example of the “ extent to which Indian finance 
has to be sacrificed to the exigencies of English” 
politics. Not only, therefore, would it be unfair to 
concentrate all the blame either upon Sir John 
Strachey or the authorities at Calcutta, but I think 
it would be unjust to hold the present Indian Govern- 
ment, whether at Calcutta or in London, solely 
responsible for the existing embarrassment in Indian 
finance. Some of the causes which have brought about 
embarrassment have no doubt been solely the creation 
of the present Government. They alone are respon- 
sible for the addition to the strength of the army, 
and the consequent increase in military expenditure, 
which are said to be rendered necessary by the 
attempt to secure a more “ scientific ” frontier for 
our Indian empire. There are, however, many causes 
that have contributed to bring upon India her present 
financial difficulties, which came into operation long 
’~Lei5ore^he present Government took office. Thus it 
will be generally admitted that, in order to place the 
finances of India on a more satisfactory basis, it is 
above all things essential to reduce her present exces- 
sive military expenditure, which absorbs no less than 
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45 per cent, of her entire net revenue. Although this 
expenditure must be increased by the addition to the 
strength of the army to which reference has just been 
made, yet, in order to effect* any important reduction 
in the cost of the Indian army, it will be necessary 
fundamentally to change the present military system, 
and to undo a great part of the work which was done 
when, under the auspices of Lord Palmerston's 
Grovernment, and in spite of the remonstrances of 
every Indian statesman of experience, the army 
amalgamation scheme was carried out, and India was 
compulsorily made a partner in all the costly military 
arrangements of England. Next to military expendi- 
ture it will, I thmk, be acknowledged that there is no 
question which more urgently demands immediate 
attention than the large outlay on public works which 
has been continued for many years in India. It 
cannot, however, be said that the present Government 
is more responsible than its predecessors for the 
policy, which has proved financially so disastrous, of 
borrowing large sums of money each year for the 
construction of public works, which, though called at 
one time “ reproductive," and at another time*“ 
nerative,” seldom, as is now shown by official returns, 
repay even a small part of the interest on the capital 
expended. Then again, the present unfavourable 
exchange is due to many causes, some of yhich at 
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least are altogether beyond the control of the Indian 
Government, As already explained, an unfavourable 
exchange is a necessary accompaniment of a deprecia- 
tion in the value of silver; and the present great 
depreciation in the value of silver is partly due to the 
discovery of new silver mines in the United States, 
to a falling off in the (demand for silver consequent on 
a demonetisation of silver by Germany, and to the 
restriction of the silver coinage in those countries 
which have joined what is known as the Latin Union. 
Although the present unfavourable state of the Indian 
exchange is no doubt in part to be attributed to the 
causers just mentioned, yet as the rate of exchange is 
intimately connected with the amount which India 
has to remit to England, each addition to the home 
charges must make the exchange more unfavourable ; 
and these home charges have been permitted to 
increase, not under one, but under successive Indian 
Governments. 

If for no other reason, I should think it particu- 
larly important fully to acknowledge that the present 
Government is not solely responsible for the existing 
condition of Indian finance, because I believe it is 
almost impossible to exaggerate the harm that may 
be done, if, in attempting to remedy the present 
state of things, the subject is approached in a spirit 
of pohti^al partisanship. It is scarcely necessary to 
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remark that ■when the financial condition of a country 
is such as that of India at the present time, it is 
impossible for her finances to be placed in a more 
satisfactory position unless ^ policy of rigorous re- 
trenchment is carried out with the most persistent 
deternfination. Any government that is prepared 
to do this is certain to have to hear a load of un- 
popularity. Expenditure cannot be curtailed, salaries 
cannot be reduced, and unnecessary offices abolished, 
without producing a great amount of discontent, and 
without bringing into active operation the keen oppo- 
sition of those who consider that they have a vested 
interest in the continuance of the present system. 
Far, therefore, from desiring in the slightest degree 
to add to the difficulties which have now to be en- 
coimtered by those who are responsible for the finances 
of India, no effort should be spared to give every 
possible assistance to any ministry that is •wiHiDg at 
once to frankly recognise the fact that India has 
hitherto been far too expensively governed, and that 
consequently it is necessary at all hazards to reduce 
expenditure by adopting a policy of the strictest 
economy. The financial proposals embodied -in 
budget of the present year unfortunately afford 
scarcely any indication that the extreme gravity of 
the present financial situation is adequately appre- 
ciated either by the Government at Calcutta, or by 
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the Secretary of State. With the single exception 
of a reduction of 1,000,000Z. in the outlay on public 
works, it appears that no serious attempt is to be 
made to effect retrenchment in any other branch of 
expenditure. Enormous as have been the military 
charges during the last few years, there is oHly too 
much reason to fear that these charges are more likely 
to increase than to diminish. The Afghan war is 
estimated to cost 2,600,000?., and I believe those 
* military and financial authorities, on whose judgment 
most reliance is to be placed, unanimously agree that 
this is far too low an estimate of cost. Moreover, it 
is to be remembered that when this estimate was 
made it was assumed that the war was virtually 
concluded, and that our occupation of territory 
would be confined within, comparatively speaking, 
very narrow limits. The Prime Minister, speak- 
ing in the House of Lords (13th of February, 
18 '/'S), said: “Her Majesty’s Government have 
the satisfaction of feeling that the object of their 
interference in Afghardstan has . been completely 
accomplished. ... We have secured the object 
^''Ife^'^ich the expedition was undertaken, and we 
have obtained that frontier which we hope and be- 
lieve will render our Empire invulnerable.” There 
seems httle chance that this confident expectation 
will bejealised. As long as active operations have 
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to be undertaken, a heavy outlay must be incurred, 
and, far from the war having been concluded, scarcely 
a day elapses without the news of some movement in 
the field, and of skirmishes miore or less important. 
The negotiations with Yakoob Khan do not appa- 
rently* promise so speedy a termination of the war 
as was expected; for it is now (May, 1879) stated 
that the Viceroy and his advisers consider it to be not 
improbable that, in order to bring Yakoob Khan to 
terms, it will be necessary, at least temporarily, to 
occupy Cabul. If such an onward movement is 
undertaken, it is obvious that all estimates of the 
cost of the war which were based on the calculation 
that peace was near at hand, and that our occupation 
of territory would, as was said by the Prime Minister 
in his speech already quoted, be confined to re- 
taining possession of the “three highways which 
connect Afghanistan with India,” will have to be 
entirely modified. An advance on Cabul might lead 
to a prolongation of the war, and might involve an 
expenditure so large that, in order to defray it, a 
very considerable portion of the 15,500,000?., which 
the Indian Government propose to take 
borrow during the present year, would have to be 
expended. It is therefore most important to bear 
m mind that, whatever may be the reasons which 
are put forward to justify the exceptionally large 
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borrowing powers tbe Indian Government seek to 
obtain, almost the entire proceeds of the loans which 
they desire to have authority to raise may have to be 
devoted to meet the expenses of continued military 
operations in Afghanistan. I desire, however, on the 
present occasion not to discuss the subject from this 
point of view, because I think it is very important 
carefully to consider the reasons which are adduced 
by the Government in support of their financial 
proposals. 

The reduction of the cotton duties having been 
already referred to, it will only be necessary to direct 
atteid;ion to the three diflcrcrit ways in which the 
Indian Government propose to borrow money during 
the present year. As already stated, a 4^ per cent, 
loan of 3,500, OOOZ. is to bo raised in India. Parlia- 
ment is asked to give authority to the Indian 
Government to borrow 10,000,0002. in England, and 
2,000,0002. is to be advanced, free of interest, by 
England to India, as a contribution towards the 
expenses of the Afghan war. Before the announce- 
ment was made that it was the intention of the 
*'^$=f§«aJiaent to take authority to borrow the ex- 
ceptionally large amount of 10,000,0002. in England, 
it was supposed that the entire borrowing opera- 
tions of the year would be confined to raising a 
loan of 5,500,0002. in India. For some years past 
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successive Secretaries of State have agreed that it 
is most important, both on poKtical and financial 
grounds, not to increase the obligations of India in 
England. In a despatch to the G-overnment of India, 
in which Lord Salishurj reviewed the budget of 1874, 
he declared it to be indispensable that none but works 
which were likely to prove remunerative should be 
constructed from borrowed money, and he insisted, 
with the utmost emphasis, that the money required 
for their construction should be obtained by loans 
raised in India and not in England. No one ques- 
tioned the soundness of this policy, for the fact was 
beginning to be recognised that from political jion- 
siderations it was not prudent to be constantly adding 
to the obligations incurred by India abroad. Upon 
financial grounds it was agreed to be equally im- 
portant not to increase the Indian debt in England, 
because each addition to this debt, by increasing the 
amount which India had to remit to England, tended 
to produce a more unfavourable rate of exchange. 
It is obvious that the principles which were thus to 
regulate the future financial administration of India 
have been completely set aside, when, in ^ 
year, it is sought to obtain authority to borrow in 
England more than twice as much as it is proposed 
to borrow in India. So far as can be ascertained, the 
only reasons which are alleged in explanatiori^of this 
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departure from the policy which was so distinctly 
enunciated by Lord Salisbury, are that it may be 
found difficult to borrow in India the whole amount 
required ; and, secondly, -that it is necessary to raise 
a large loan in England, in order that the Govern- 
ment may have a reserve to fall back upon, and so be 
enabled to withhold their bills from the market when 
the exchange is unfavourable. It will at once be 
seen that it is impossible for the Government to put 
forward the first of these pleas, without virtually 
endorsing all the most unfavourable opinions that 
have been expressed with regard to the state of 
Indian finance. If it is difficult for the Government 
to borrow comparatively so small a sum as 3,5O0,O00Z. 
from the people of India themselves, it is evident 
either that they are too poor to lend, or that they 
are unwilling to entrust their savings to the State. 
Again, it must be borne in mind that those who 
lend one year have probably so much less to lend 
the next year, and consequently, if it is now found 
difficult to borrow 3,500,000Z. in India, there will 
be still greater difficulty in borrowing a flimilar 
hereafter. Unless, therefore, something is 
immediately done to place the finances of India on 
a sounder basis, the deficits which will have to be 
annually met must necessarily, in an increasing 
proportion, be made good by loans raised in England. 
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At the piesent time there appears uafortunately little 
ground for hope that there will be any diminution in 
the amount of the Indian deficits. As already stated, 
it appears that no attempt is, to he made to carry out 
in any of the spending departments such a policy of 
rigorou# economy as India urgently needs ; and, 
serious as is the loss which she now has to bear in 
consequence of an unfavourable exchange, I believe 
it can be shown that it is only too probable that the 
financial proposals which are now brought forward 
will, if they are earned out, exercise a very material 
influence in making the exchange even more un- 
favourable than it now is. If 10,000,OOOL<. is 
borrowed in England, the financial position of India 
may no doubt for a time be made to wear a somewhat 
improved appearance. But the improvement will be 
just as unreal as if an embarrassed landowner, in 
order to meet his pressing obligations, raised another 
mortgage on his estate. It cannot be too persistently 
pressed on those who have to administer Indian 
finance, that each addition which is made to the debt 
of India in England must increase the amount which 
has to be transmitted, in the form of interest, 

India to England. If, therefore, by devoting the 
proceeds of a loan to meet the obligations of 
India in England, the amount of bills on India 
which the Secretary of State has to sell in London 
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is diminished, the relief can only be temporary ; the 
loss by exchange is diminished this year only to be 
increased in future years. In defence of such a 
policy it is said, “ something may liappcn.” The 
Government at Calcutta seem to derive the greatest 
encouragement from the fact, that they ha?ve been 
informed that the Secretary of State and his council 
are taking the relative value of gold and silver into 
their consideration ; and this is apparently regarded 
as such a hopeful omen for the future, that revenue 
is sacrificed at the very time when a great amount 
of additional indebtedness is being incurred. The 
refeitive value of gold and silver is determined by 
precisely the same laws as those whicli regulate the 
value of any other products. If, compared with gold, 
there is a largo increase in the supply of silver, 
accompanied by a considerable falling off in tlie 
demand, a Secretary of State is just as powerless to 
arrest a depreciation in the value of silver as he is to 
stop the flow of the tide. It has sometimes been 
suggested that an Act of Parliament should be passed 
to fix the relative value of gold and silver, by 
'''dsciaring that so many rupees should be always 
worth a sovereign. Such a proposal is not less 
unreasonable than it would be to enact that, whatever 
the seasons might be, whether the harvest was good 
or bsgl, a sack of wheat should always exchange for 
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a ton of coal. Sueli tampering witli values can 
produce no other result than, by creating confusion 
and spreading a feeling of distrust, to aggravate the 
evils which it is sought to remedy. If silver becomes 
depreciated, there is only one way of restoring 
its valae, and that is by acting either on the supply 
or the demand. In consequence of the large amount 
of silver, variously estimated at from 16,O0O,O0OZ. 
to 20,000, OOOZ., that has been accumulated in 
Germany since silver was demonetised in that 
country, the supply of silver which can now be 
brought into the market depends to a considerable 
extent upon the German ■ Government. Tho- in- 
fluence, however, which can thus be exerted upon 
the supply of silver must be regarded as temporary 
and accidental. The supply of silver is determined 
by precisely the same natural laws as those which 
regulate the supply of any other similar commodity. 
If new and more productive mines are discovered, 
the supply of silver will increase. If, however, the 
value of silver becomes depreciated, the profit 
obtained from existing mines will diminish, and 
the supply will consequently decrease. 

It, therefore, appears that it would be alike unwise 
and futile to make any attempt to regulate the 
supply of silver. So far as the supply of silver de- 
pends upon the action of the German Govexnment, 
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we have, obviously, no power to exercise any control. 
Whatever may be our wishes ou the subject, Ger- 
many will treat the disposal of her silver as a 
purely commercial traijsaction, and will bring her 
silver into the market at whatever time she thinks 
she will be able to sell it to the most advantage. It 
seems only too probable that the first effect of the 
policy which the Indian Government now seem 
anxious to carry out, may be to enable Germany to 
dispose of a large portion of her silver at a better 
price than she is now able to obtain. As already 
stated, if an Indian loan of 10,000,000^. is raised 
in ^England, the Government will be able for a 
time to withhold their council drafts from the 
market ; the rate of exchange will improve, and the 
price of silver will advance. Germany will not bo 
slow to take advantage of this advance ; she will 
at once bring a large quantity of silver into the 
market ; the price of silver will again fall ; and the 
chief effect of the loan will have been to enable 
Germany to sell a portion of her silver on better 
terms, while India will be left to meet her increased 
"oBi^trfiions with the price of silver still further 
reduced, and the exchange made more unfavourable 
than before. 

Although, therefore, from the considerations just 
adduced, it appears to be of the first importance not 
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to attempt artificially to regulate tlie supply of silver, 
yet much, can undoubtedly be done by Government 
action to affect the demand for silver, and con- 
sequently to influence its T»alue ; and I believe it 
can be shown that the Indian Government can exert 
a special influence on the demand for silver. Allusion 
has already been made to the heavy duty, amounting 
in some instances to 10 per cent., that is imposed 
on so important an article of Indian export as rice. 
If the state of Indian finance permitted this duty to 
be repealed, the export trade of India might be 
considerably developed, and the extra amount which 
would be required to pay for the additional quantity 
of produce exported would proportionately increase 
the demand for silver But this is by no means 
the only way in which the demand for silver may 
be influenced by the action of the Indian Govern- 
ment. With regard to various proposals which are 
from time to time brought forward to deal with 
the Indian currency, it may be remarked that they 
one and all labour under the fatal defect, that instead 
of increasing, they would materially diminish the 
demand for silver, and thus ultimately lov*c7” its 
value. It has, for instance, been suggested that a 
gold currency should take the place of silver in India, 
and that the amount of the silver coinage should be 
restricted. But if these measures were carsied out. 
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it is evident that one of the largest of the existing 
sources of demand for silver would he to a great 
extent closed, and silver might heeome ludofinitely 
moic depreciated in vidue than it is even at the 
present time. As previously explained, the chief 
cause of the fallmg-oflf in the Indian demafld for 
silver aiises from the curtailment of her export trade, 
and from the constant increase in the amount which 
India has annually to remit for payments in England. 
The only legitimate method, therefore, which can be 
adopted to increase her demand for silver is to 
stimulate her export trade, and to dimmish the 
amoRiit of the home charges. Unfortunatedy, the 
course which is now being taken by the Indian 
Government, instead of diminishing, will seriously 
augment those home charges. If sanction is given 
to the proiHisal to raise a loan of 10,000,000/. in 
England, provision will have to be made to pay the 
interest on this loan ; an additional sum of at least 
400,000/. a year will consequently have to bo trans- 
mitted from India to England, and the demand for 
^silver will be lessened by this amount. Again, the 
2,00'$f800/. which during the present year is to be 
advanced by England to India to assist her in 
defraying the expenses of the Afghan war will give 
her some temporary relief, but the relief can only 
be teraperary ; it will add to her difficulties in the 
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future, because, as the money advanced is to be 
repaid in seven equal annual instalments, Ii^dia "will, 
during each of the next seven years, in addition to 
the other home charges, h%ve to transmit about 
300 , 000 Z. Such an arrangement only affords another 
example of the many that may be given to show that 
at the present time the diiOBculties of Indian finance, 
instead of being fairly faced, are merely being trifled 
with ; but it cannot be too distinctly stated that) 
however heavily and recklessly the future may be 
discounted, a day of reckoning must inevitably come. 
Unless all considerations of prudence are to be com- 
pletely set aside, it is evident that as the excessive 
amount of the home charges is embarrassing Indian 
finance by causing the serious loss by exchange, the 
greatest care should be taken, not only that another 
shilling should not be added to these charges, but 
that effectual measures should at once be adopted to 
diminish their amount. 

It is often stated that the home charges do not 
admit of any important reduction, because, to a 
great extent, they represent payments for liabilities 
which have already been incurred. Thus, it is^aid, 
the interest must be paid on money which has been 
borrowed, and faith cannot be broken with those who 
are entitled to pensions. No one, of course, can be 
so unreasonable as to suggest that a policy of 
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repudiation should be adopted, and that India should 
not meet the obligations which have been incurred on 
her behalf. Such considerations as these, however, do 
not in the slightest degree aflfect the importance of 
preventing in the future that which has happened in 
the past. Nothing can more conclusively show the peril 
involved in adding to the debt of India, than the 
fact that the interest which she has annually to pay 
on the debt already incurred imposes on her a burden 
which she finds it difficult to bear. The pensions and 
allowances which she has undertaken to grant must 
of course be paid ; but if these pensions and allow- 
ances throw upon her a charge altogether dispropor- 
tionate to her resources, an irresistible argument is at 
once supplied in favour of a fundamental change in 
the system. Taking the figures of the actual expen- 
diture in ISfC-'ry, the latest year for which they are 
available, it appears that no less an amount than 
2,800,OOOZ. of the revenues of India has annually to 
be paid in England in pensions, and furlough, com- 
passionate, and absentee allowances. The real signi- 
ficance of this drain upon the resources of the country 
will Jje understood, when it is remembered that her 
entire net or available revenue is not more than 
38,000,000f The home charges for the army are 
constantly increasing. In December, 1877, the 
present. Finance Minister, in bringing forward his 
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financial measures for the creation of a famine fund, 
said : “ I examined in some detail, in my minute laid 
before the Council on the 15th of March, the accounts 
of the army. I showed thai it now costs upwards of 
17,000,000?. a year; that its cost has increased by 
upwards of 1,000,000?. since 1875—76 ; and that 
a large share of this increase is in the expendi- 
ture recorded in the Home Accounts.” Sir John 
Strachey added ; “ 1 do not assert that the whole 
of the additional expenditure on the army has not 
been incurred for excellent objects, or that it could 
have been avoided ; but that the Indian revenues 
are liable to have great charges thrown upon ±hem 
without the Government of India being consulted, 
and almost without any power of remonstrance, 
is a fact the gravity of which can hardly be ex- 
aggerated.” Serious as is the state of things just 
disclosed, it is not difficult to understand how it has 
been brought about. Change after change is intro- 
duced into the organisation of our army, without a 
moment’s thought being given to the effect -which 
will be produced on Indian finance. A large part 
of the increase m the home military charges, to 
which reference has just been made, is no doubt 
to be attributed to the short-sendee system which 
has lately come into operation. As previously 
remarked, although short ser-^ce may be anjixcellent 
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aiTangcment for England, it was scarcely possible to 
liavG devised a more costly sclicme of army organi- 
sation for India ; and yet it appears from evidence 
given before a parliamentary committee by Sir 
Thomas Pears, late Secretary of the Military De- 
partment at the Indian Office, that there 'is no 
official record that the influence which would be 
exercised on the finances of India by the short- 
service system was ever considered by the English 
Government.^ 

Although it may be fairly contended that, what- 
ever reforms in administration are introduced, a 
consklerablo time must elapse before such great 
items of charge as those just referred to can be 
materially reduced, yet an important saving might at 
once bo effected if the work of retrenchment were 
vigorously taken in hand. An examination of the 
home charges will at once show that a year never 
elapses without various acts of extravagance being 
sanctioned. In some instances the amounts in- 
volved may be small, but it not unfrequently 
happens, that the want of due economy is most 
strikingly brought to light by some transaction in 
which the expenditure involved is not large. I 
might quote almost innumerable examples to show 
this. Looking over the latest accounts of the home 
^ See*?lQport of East IndU Finance Committee, 1874, p, 53 
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charges, it will be found that India is charged 
1,200Z for the “ Passage and Outfit of a Member 
of the Council of the Governor-General.” In the 
same year she is charged 2f450Z. for the “ Passage 
and Outfit of the Bishops of Calcutta and Bombay 
and Cllaplains.” ^ But if any one requires to have 
brought home to him the lavishness with which 
the money of India is spent, it is only necessary to 
pay a visit to the India Office, and remember, as 
we pass along its spacious corridors, that that 
palatial buildmg was erected by the Indian Govern- 
ment, and its costly establishment is maintained 
at the expense and for the use of one of the poorest 
countries in the world. 

In thus directing attention to the great import- 
ance of reducing the home charges, it must not be 


^ An attempt has been made to justify these charges, on the plea 
that they are '‘fixed by Act of Parliament’^ (See speech of Mr E 
Stanhope, House of Commons, 22nd of May, 1879 ) It is, however, 
obvious that if such a plea is brought forward, the Indian Government 
must accept one of these two alternatives— either they must consider 
the charges are not justifiable, and then it is their duty at once to 
propose the repeal of the Acts by which they are enforced , or if 
they consider the charges are justifiable they then make themselves 
just as responsible for the continuance of the charges as it the Acts 
by which they are imposed had never been passed. It appears from 
the Finance accounts that India, in 1877-8, had to pay 158,039/ for 
ecclesiastical charges. It is unnecessary to remark that none of this 
money is devoted to the support of the religions of the people of 
India ^ 
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supposed that this policy of retrenchment ought aloue 
to be carried out with regard to the expenditure 
of Indian revenues in England. I have, however, in 
the previous essay, refcKied to the general costliness 
of Indian administration, and I have thought it im- 
portant to make here special reference to thS home 
charges, because the chief object which the Govern- 
ment seem anxious to obtain is a dimiilution of the 
loss by exchange, and there is, I believe, no hope 
that the exchange will become more favourable, 
unless the home charges are reduced. I trust it 
will not be thought that I underrate the difficulties 
wlifeh will have to be encountered, in carrying out 
a policy of rigid economy in the administration of 
Indian finance. Many who, until quite lately, always 
spoke of India as a country which could scarcely be 
administered on too liberal a scale, are now going to 
the opposite extreme, and express the most alarmist 
views as to her future financial position. In some 
of the leading English journals scarcely a week 
elapses without reference being made to the hopeless 
embarrassment of the finances of India, and her 
future insolvency is alluded to as if it could not be 
averted. Although I do not share these desponding 
views, yet it must be evident that, unless something 
is promptly done, the financial condition of India 
will indeed soon become one of hopeless embarrass- 
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ment. It is not more certain that a stone, if it is 
not checked in its fall, will gather increased mo- 
mentum, than it is that the system, which is now 
to receive its greatest development, of perpetually 
adding to the indebtedness of India, will, if it is not 
arrested, soon burden her with charges which she 
will be powerless to meet. The simple truth cannot 
be too persistently insisted upon, that India, through- 
out every department, has of late years been far too 
expensively governed. Although great economies 
may be effected, the smallest saving should not he 
neglected, and to those who are responsible for the 
management of Indian finance the fact should («ver 
be present, that India is so poor that the waste of 
a shilling of her money may be of far more serious 
consequence than the waste of a pound of the money 
of England. 

As I have now considered three of the four financial 
proposals of the Indian Government for the present 
year, namely, the reduction of the cotton duties, the 
raising of 3,500,OOOZ. m India, and the borrowing of 
10,000,000?. in England, it only remains to say a 
few words on the last of the four proposals — the 
advance of 2,000,000?. by England to India, free of 
interest, as a contribution towards the expenses of the 
Afghan war. This advance may he regarded from two 
entirely distinct points of view. In the fiigt place. 
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it may be considered as a gift or a eliantable offering ; 
and, secondly, it may be looked on as a discharge 
of an obligation legally and equitably imposed on 
England to bear some share of the cost of the Afghan 
war. If no such obligation really rests on England, 
then this advance of 2,000,000 Z., without interest, is 
a gratuitous sacrifice on the part of England on behalf 
of India. It is scarcely necessary to remark that the 
consequences involved in the grant, of such a sub- 
vention are most serious. The financial relations 
between England and India are at once placed on 
an entirely new footing. The Indian Government, 
by -the acceptance of such an eleemosynary loan, 
virtually confess tha.t the strain now put on the 
finances of India is more than she can bear, and 
that she is obliged to come to England for assistance. 
Not only is it an admission of financial exhaustion, 
but the granting of such assistance may produce a 
most disastrous effect upon the future financial 
administration of India. If the idea is once per- 
mitted to spread that the Indian authorities, when- 
ever they are pressed for money, can draw upon 
the English Exchequer, every guarantee for economy 
will be swept away, and an incalculable injury may 
be inflicted both upon England and India. 

It will, however, be probably said that the advance 
of tins 2,000,000?. is not intended in any way as a gift. 
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but that it must be solely regarded as a contribution, 
wbicb England is legally bound to make, towards 
tbe expenses of the Afghan war. By the fifty-fifth 
section of the Grovernment^of India Act of 1858 it 
is distinctly provided, that when the Indian army is 
emplc^ed for imperial purposes beyond the frontiers 
of India the cost shall be borne by England, and 
when for Indian purposes the cost shall be borne 
by India. There seems to be no room for doubt 
that the present war has been undertaken, in part 
at least, for imperial purposes, and, therefore, India 
cannot be legally called upon to bear its entire cost. 
It has, in fact, been most distinctly stated by the Prime 
Minister that the military expedition into Afghanistan 
was not simply an Indian war, but was undertaken for 
imperial purposes ; for, in a speech which he made in 
the House of Lords on the 10th of December, 1878, 
he said : “ This is not a question of the Khyber Pass 
merely, and of some small cantonments at Dakka or 
at Jellalabad. It is a question which concerns the 
character and the influence of England in Europe.” 
As no one would for a moment think of throwinsr 
upon India the entire cost of maintaining the influ- 
ence and character of England in Europe, no other 
conclusion is possible, than that the advance of 
2,000,000Z., without interest, to India is intended 
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to be England’s contribution towards the expense 
of an expedition which has been undertaken in 
the interest of the two countries. This being the 
ease, it will be desirable, to explain the exact share 
of the expense which will be borne by England and 
India respectively. As the 2,000,000?., whiclr Eng- 
land can borrow at 3 per cent., is to be repaid by 
seven equal annual instalments, and as the first 
instalment will become due at the end of next year, 
the amount which England will contribute by fore- 
going the interest on the loan is somewhat less than 
320,000?. This sum, therefore, represents the amount 
whiA England will pay towards ihe expense of an 
expedition which, it is officially stated, will cost 
2,600,000?., and which, in the opinion of almost all 
independent military authorities, will greatly exceed 
this amount. But, assuming that the official estimate 
should prove strictly correct, it appears that India 
will pay 2,280,000?. and England 320,000?. India, 
therefore, will contribute more than seven pounds 
for every pound that is contributed by England. It 
is scarcely credible that a proposal should have been 
brought forward which would lead to such a result. 
It is, perhaps, only fair to conclude that when the 
real nature of the scheme is understood it will be 
promptly abandoned. At any rate it is difficult to 
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suppose that it will ever be sanctioned by Parliament.^ 
The English people, whatever may be their faults, 
have never been charged, even by their bitterest 
detractors, with meanness. JBut it is not easy to 
see how we can escape from such a charge, if, when 
an expedition has been undertaken, not simply in 
the interest of India, but to maintain the “ influence 
and character of England in Europe,” we compel the 
Indian people, whether they wish it or not, sur- 
rounded as they are with poverty and financial 
embarrassment, to pay more than seven times as 
much as is contributed by all the wealth of 
England. 

^ The Bill which authorised this advance of 2,000,000/ to India was 
discussed in the House of Commons on the 25th of July, 1879, and a 
resolution against its second reading was defeated by the narrow 
majoiity of twehe 





THE NEW DEPAETURE IN INDIAN FINANCE 

It has been specially provided by the G-overnment 
of India Act, of 1858, that there shall be annually 
made in the House of Commons an Indian Financial 
Statement. Although tbe statement thus made is 
usually described as the Indian budget, the financial 
measures which constitute the budget arrangements 
for" the year are first brought forward at Calcutta, 
and are generally in operation some time before 
the budget is considered in the House of Commons 
The budget of 1879, which was discussed in the 
last Essay, was admitted on all sides to exhibit the 
financial condition of India in an extremely grave 
aspect. Hitherto the true character of the financial 
situation in India had been ignored by successive 
Governments ; but when the time arrived for the 
discussion of the budget of 1879 in Parliament, 
the Government felt that they were brought face 
to face with a state of things so serious that they 
wisely resolved to abandon all attempts at palliation 
or excuse, and determined fully and frankly to 
^ ^ October, 1879 
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recognise the true character of the drfliculties ■w'hicli 
had to be encountered. The admissions which were 
made on behalf of the Government were so unre- 
served that the discussion of the Indian budget of 
1879 in Parliament wUl not improbably be long 
referred, to as marking the commencement of a new 
epoch in Indian finance,* As previously remarked, 
the true financial condition of India had never up 
tOl this time been officially recognised. Liberal and 
Conservative Governments had not only persistently 
denied that there was anything m the state of Indian 
finance to cause apprehension, but year after year, 
as the time for the introduction of the Indian 
budget recurred, her actual financial condition was 
depicted in roseate hues, and her future was described 
in a spirit of increasing hopefulness. So little cause 
was there said to be for uneasiness or alarm, that 
the Indian budget used always to be postponed till 

I 

a period of the session when all other important 
business had been disposed of. When the budget 
was considered, it was little more than a repetition 
of an oft-told tale. By classing some branch of 

^ The debate on the Indian budget of 1879 commenced at an 
imusually early period of the session (May 22nd), and the discussion 
excited such general interest that it was continued for three nights. 
This avoids a striking contrast to what has taken place in previous 
years, when the Indian budget has generally been huniedly considered 
in the closing hours of the session. 
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expenditure as “ extraordinary,” and by regarding 
some outlay as exceptional, tbe Indian accounts were 
almost invariably arranged so as to exhibit a surplus. 
The public works expenditure was habitually com- 
pared to the profitable investment of capital by a 
wise and beneficent landowner in the iifiprove- 
ment of a judiciously-administered estate. A most 
significant change, however, has lately occurred. A 
large portion of the outlay on public works is now 
officially admitted to be unremunerative ; and the 
Finance Minister, Sir John Strachey, ha,s been forced 
to admit that a review of the finances of India for 
sevbn years, a period long enough to show their 
normal position, “made it plain that we possessed 
no true surplus of revenue over expenditure to cover 
the many contingencies to which a great country is 
exposed.” Events which have recently happened 
only too clearly show that contingencies which may 
put a severe strain upon the finances of India may 
at any moment occur. When, a few months since, the 
war with Afghanistan was concluded, and the Treaty 
of Gundamuk was signed, there seemed some reason to 
hope that India might enjoy a period of peace and 
repose. It now, however, appears that the fanatical 
fury of a dissolute monarch may lead to another 
Burmese war ; and the revolt at Cabul, by necessi- 
tating -the renewal of hostilities in Afghanistan, 
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involves an increase of expenditure, and may, if the 
greatest care and prudence are not shown, make a 
most serious permanent addition to the military 
expenditure of India. « 

In order still further to show the strikmg change 
of ton’e recently adopted by those who are responsible 
for the government of India, it is particularly worthy 
of remark that the Viceroy and the Secretary of State 
now unreservedly accept the conclusion that the 
limit of taxation has been reached in India, and that 
it has consequently become imperatively necessary 
that expenditure should be reduced. In a despatch 
which has been lately issued by the Viceroy and his 
Council to the local Governments, it is declared that 
“ immediate measures must be taken for the reduc- 
tion of the public expenditure in all its branches.” 
On behalf of the Secretary of State it has been with 
equal positiveness announced that the balance be- 
tween revenue and expenditure must be restored, not 
by the imposition of new taxation, but by “ a large 
reduction of expenditure.”^ It is impossible to over- 
estimate the importance of so full and frank a 
recognition of the real financial position of India. It 
IS not too much to say that one obstacle which stood 
in the way of all attempts to reform Indian finance 

r ^ See Speech of Mr Stanhope in introducing the Indian budget, 
May 22, 1879 
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luis uow been snrmonnted. All experience, however, 
shows that any Government that is determined to 
carry out a policy of rigorous retrenchment will find 
itself beset by the napat formidable difficulties. 
Devoted friends of economy in the abstract not un- 
frequently become its bitter assailants -wheh. the 
particular economy proposed happens to touch some 
branch of expenditure in which they themselves, 
cither from pecuniary or philanthropic motives, are 
interested. Whatever may be thought of the pre- 
vious mismanagement of Indian finance, nothing can 
be more useless than to indulge in vain regrets and 
recriminations about the past. Accepting unre- 
servedly the promises which have been given that 
in the future a different policy shall be pursued, no 
effort should be spared to strengthen the hands of 
the Indian Government by rendering them every 
possible assistance in effecting those reductions in 
expenditure which they are now so absolutely 
pledged to secure. 

From the reference that has just been made to the 
opinions recently expressed by the Governor-General 
and the Secretary of State, it not only appears that 
the necessity of immediately obtaining a large reduc- 
tion of expenditure is fully acknowledged, but it 
can be shown that this reduction is a matter of such 
urgent importance that no excuse can be put forward 
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to justify even its temporaxy postponement. In the 
memorandum of the Governor-General from which 
I have already quoted, it is stated that “rigid 
economy in every branch of , the public service is, in 
present circumstances, the pohcy which must be 

followed No fresh establishments must be 

entertained ; no new offices must be created ; no new 
works which it is possible to postpone must be com- 
menced.” And now it may be naturally asked, what 
are the circumstances which have induced the Govern- 
ment to adopt so entirely new an attitude with regard 
to Indian finance? As previously remarked, until 
quite lately, instead of a large reduction of expejidi- 
ture being peremptorily insisted upon, expenditure 
was year after year permitted to increase without 
apparently excitmg even a semblance of uneasiness. 
For some time past it has been the settled policy of 
the Government to borrow from four to five millions 
a year for the construction of public works. The 
importance of curtailing this outlay is now so fully 
acknowledged, that sanction has been given to the 
most drastic measures of retrenchment. The amount 
to be borrowed for public works is in no single year 
to exceed 2,500,000?., and this limit is not to be 
exceeded even if its maintenance should involve the 
necessity of suspending works which are already m 
process of construction. It need scarcely be remarked 
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tliat it would have been far better if tins awakeninar 
to tbe real position of Indian finance bad not been so 
long delayed. Tbe difficulties of carrying out a policy 
of economy are indefinitely increased, if sucb a policy 
bas suddenly to be introduced where before there 
have been carelessness and extravagance. However 
desirous tbe Indian Government may now be to 
reduce expenditure, they will find themselves per- 
petually hampered, and their efforts to .gave money 
constantly thwarted by the effects of past lavishness 
still continuing in operation. If costly establish- 
ments have been allowed to grow up, a large part 
of tjio expense which their maintenance involves will 
have to bo borne long after it has been decided that 
these establishments shall be reduced. When a 
government finds that there are more persons in its 
employment than there is work for them to do, it 
cannot suddenly dismiss them without any compensa- 
tion ; pensions on a liberal scale have to be granted ; 
and these pensions will for some time absorb a con- 
siderable part of the saving which may be ultimately 
secured. As an illustration of what has just been 
stated, it may be mentioned that the Government 
hope during the present year to obtain in the civil 
departments a reduction of expenditure which will 
amount to 1,000, 000^. a year. A considerable part of 
this reduction, however, must be regarded as prospec- 
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tive, for tlie Governor-General admits that “ there 
must be a serious set-off on account of pensions and 
other forms of compensation to the oflScers with 
whose services it will be .necessary to dispense.” 
Without desiring to make any unnecessary reference 
to errSrs that iave been committed in the past, I 
think it is important to lay special stress upon the 
fact that the results of a policy of laxity and 
extravagance will cause a severe drain upon the 
resources of a country, long after such a policy has 
been replaced by one of the most rigorous economy. 
The special circumstances which are now imposing so 
severe a stram upon the finances of India may1;o a 
great extent cease to exist. If this should be the 
ease, the necessity for care and thrift appearing not 
to be so pressing as it now is, the Government may 
drift back into its old course, and the present zeal for 
economy may pass away. The fact, however, should 
never for a moment be lost sight of, that new con- 
tingencies may arise , these may suddenly create 
financial difficulties as seiious as those which now 
have to be encountered, and these difficulties will be 
indefinitely increased, if, in addition to the actual 
needs of the day, there has to be met in a season of 
adversity a considerable portion of the expenditure 
sanctioned in more prosperous times. 

In endeavouring to give an explanation of the 
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causes which have produced the present remarkable 
change in the official view of Indian finance, it will 
not bo necessary to attempt to apportion the exact 
amount of blame which, may be fairly laid to the 
charge of successive governments, for having so long 
and so persistently given an inaccurate accolint of 
the financial condition of India, No useful end can 
be served by embarking on such a controversy. It 
may, no doubt, be fairly argued that some of the 
circumstances which, at the present time, are so 
prejudicially affecting the finances of India, have only 
recently come into operation ; it would not, however, 
on ^le other hand, be difficult to show that for years 
past India has had no financial reserve, and that 
additional expenditure has consequently had to be 
met either by increased borrowing, or by imposing 
fresh taxation most burdensome to the people. But 
however greatly we may regret that those who have 
been responsible for the government of India should, 
during so lengthened a period, have administered her 
finances in a manner which has brought her to the 
brink of the gravest financial embarrassment, yet it 
may now be regarded as a subject for the most smeere 
congratulation that the peril of the situation has at 
last been recognised, and that efforts are to be made 
which, if steadily persisted in, will place her finances 
on a sound and satisfactory basis. 
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In enumerating tJie causes that have produced the 
striking change of opinion with regard to Indian 
finance to which reference has been made, chief 
prominence must be given ,to the four following 
circumstances, which I will proceed separately to 
considef : — 

1. The necessity of providing for famines out of 
ordinary revenue, and the character of the new taxa- 
tion which had to be imposed for the establishment 
of a famine fund. 

2. The increasing loss by exchange. 

3. The necessity of providing for the cost of the 
Afghan war by borrowing. 

4. The unremunerative character of a large portion 
of the expenditure on public works. 

With regard to the first of these causes, it may be 
mentioned that at the close of 1877 the Fmance 
Minister, in view of the fact that in twelve years 
four famines had occurred m different parts of India, 
most wisely came to the conclusion that famines could 
not be treated as events of an exceptional character ; 
but that, as they were certain to recur, the money 
which had to be spent in famine relief ought to be 
provided out of the ordmary revenue of the year, 
As the amount which had been expended in the two 
most recent famines, namely, those in Bengal and in 
Southern India, had been more than 15,000,Ci00Z., he 
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calculated that it would be necessary to provide out 
of ordinary revenue 1,500,000Z. a year for the pur- 
poses of famine relief. It is supposed that if this 
sum is devoted to the- reduction of debt in years 
when there are no famines, the debt might be reduced 
by an amount equivalent to the addition which has 
to be made to it in famine years, and thus the relief 
of famine over a series of years would involve no 
augumontation of the debt of India. But at the 
time when it was determined to devote this 
1,500,000Z. a year to the creation of a famine fund, 
the ordinary revenue was barely sufficient to meet 
the ordinary expenditure. As there was no surplus 
out of which the money could be provided, and as 
no material reduction in expenditure was attempted, 
it became absolutely necessary to obtain the larger 
portion of the money that was required by additional 
taxation. Of the l,5OO,000Z., the sum which had 
to be provided by new taxation was 1,100,000? 
It must, in justice to the Government of India, be 
assumed that before deciding as to the particular 
wmy in which this 1,100,000?. should be obtained, 
the entire fiscal system of India was most carefully 
reviewed, with the object of ascertaining what new 
tax could be imposed, or what existing tax could be 
increased with the least hardship to the people. It 
was ultimately decided that about two-thirds of the 
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amount required should be procured by the imposi- 
tion of a licence tax Starting "with the assumption 
that the Government came to the deliberate conclusion 
that the hcenee tax was the. best and most available 
means of obtaining comparatively so small an addition 
to the Pevenue as 750,000? , it wiU only be necessary 
to describe the nature and the incidence of this tax, 
and to refer to the deep discontent which the levying 
of such a tax is already producing among the people, 
in order to show with striking distinctness how nearly 
the limits of practicable taxation in India have been 
approached, and what incalculable evils may be pro- 
duced, if, either from laxity or from any other cause, 
it should become necessary again to impose additional 
taxation in India. The licence tax as now levied is 
virtually an income tax of about fivepence in the 
pound imposed upon all those who derive an income 
from trade or from skilled labour Professional and 
official incomes are entirely exempted from the tax. 
The Governor- General with 25,00'0?. a year, the 
officers in the army, the well-paid civilians, successful 
barristers and doctors do not contribute a farthing 
to the tax, but it is levied from every petty trader 
and every handicraftsman, although their scanty 
earnings may amount to no more than 4s. a week.^ 

1 By a bill which was brought forward at a meeting of the Legis- 
lative Council of the Viceroy (Nov 14, 1879) several weebs after this 
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But the inequality of such taxation and the severity 
of the burden which it imposes on those who are so 
poor that their income is only lOZ. a year, may be 
regarded as by no means the most serious objection 
to such taxation. Although the tax has been in 
operation for little more than a twelvemonth,'' no one 
can deny that it has already produced a feeling of 
widespread and deep discontent, and facts can be 
mentioned which show that this discontent is far 
more due to the abuses inseparably connected with 
the levying of the tax than to the mere amount of 
the burden which the tax, if it could be fairly raised, 
would impose on the people. During many months 
the Indian papers have contained numerous instances 
of the tax being assessed at an excessive amount, 
and of its being levied on classes who were never 
intended to pay it. These newspaper reports are 
abundantly confirmed by communications which I 
have received from persons who hold high official 
positions in the Civil Service of India. I thus find 
it stated, on authority which cannot be disputed, that 
in one district in Bombay, out of 25,000 assessments 
made by one official nearly one half were appealed 
against, and in aU these appeals the assessments had 
to be modified by the revising officer. It is well 

essay was wntten, it is proposed to amend the Trades Licence Tax in 
many important particulars. These amendments are considered in the 
Appendix 
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known tkat the cost and annoyance involved in these 
appeals are so great, that in a vast number of cases 
people submit to an unjust assessment rather than 
travel many miles and then jncur the outlay and the 
worry of appearing in court to protest. The indefen- 
sible e5;emption of the official and professional classes 
from contributing to the licence tax converts it into 
an income tax in its most obnoxious form ; and not 
only is this the case, but the present licence tax is 
levied with far more rigour than was the income tax 
when imposed in India a few years since. Although 
that tax was of the same nominal amount, it appears 
that the licence tax, in spite of its exemptions, 
enforces a much larger contribution from the mass 
of the people. Thus in the district of Mymensing 
the licence tax has been assessed at 158,373 rupees, 
whereas the income tax only produced 39,295 rupees 
In Tangail 52,412 rupees are to be obtained from the 
licence tax, while only 10,752 rupees were produced 
by the income tax. When it is borne in mind that 
the official and professional classes, who are exempted 
from the licence tax, were assessed to the income tax, 
and that the net yield of the former tax is estimated 
to be considerably greater than that of the latter, it 
seems to be conclusively proved that the licence tax 
falls with extreme severity upon numerous classes of 
the very poor who were not reached by the income 
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ttix. It must moreover be remembered that through- 
out a consideraldo part of India the burden of this 
new taxation falls upon many who are only just 
recovering from the effects of a terrible famine. 

The object I have in view in making these remarks 
is not to condemn the Government for imposing the 
licence tax. The more unreservedly -we accept all 
that has been urged to justify what has been done, 
the more irresistibly are we led to the conclusion that 
the financial condition of India is one of such extreme 
peril that economy is not only desirable, but is a 
matter of imperative necessity. If, in order to in- 
ercpisc the revenue by an amount comparatively so 
small as 750,000?., the best course that can be 
adopted by the Government is to impose such taxa- 
tion as that which has just been described, the 
question may be asked, to what straits may not the 
Government be reduced, if any fresh contingency, 
such as the renewal of hostilities with Afghanistan, 
should make it necessary to increase the revenue by 
an amount compared with which 750,000?. would 
be but a trifle? In order adequately to appreciate 
the financial situation in India, the ■ answer which 
must be given to this question should never be absent 
from the thoughts of those who are responsible for 
the administration of her finances. If such an addi- 
tional amount of revenue had to be obtained, we 
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are brought face to face with these alternatives 
either recourse must be had to some new form of 
taxation which is more objectionable than the Hcence 
tax, because, if it were not^o, it would have been 
selected in preference to the licence tax ; or the yield 
from the licence tax must be augmented either by 
increasing its rate, or by assessing rt on incomes even 
smaller than those on which it is now imposed. Such 
considerations as these cannot have been absent from 
the minds of those who are responsible for the 
government of India, and, if they stood alone, they 
might be regarded as sufficient to account for the 
remarkable change in the official view which is How 
taken of Indian finance. 

It cannot, however, be doubted that in considering 
the causes which have brought home to the Govern- 
ment the necessity of increased economy, a prominent 
position ought to be given to the serious loss which has 
resulted from a depreciation in the value of silver pro- 
ducing an unfavourable exchange. As I have already 
referred to this subject, it is not necessary again to' 
explain in detail the manner in which a fall in the 
value of silver prejudicially affects the finances of 
India. As, however, the home charges have hitherto 
steadily increased, it may be desirable not only to 
show the manner in which the loss by exchange 
depends on the amount of these charges, Ipt also 
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to point out tlie direct influence which is exerted 
l)y any increase in these charges in depreciating the 
value of silver, and in thus adding to the loss by 
exchange. It is obviojis that any country which 
receives its revenue in one metal and undertakes 
to make large payments in another, enters flnto a 
very speculative undertaking. If the value of the 
metal in which the revenue is received becomes 
depreciated when compared with the value of the 
metal in which payments have to be made, the 
real amount of these payments is proportionately 
increased. On the other hand, their amount will 
be fliininished if the value of the metal in which 
the revenue is received becomes ajipreciated when 
compared with that in which payments have to be 
made. It is manifestly very undesirable that the 
fiscal system of a country shculd be deranged by 
such risks of loss and gain as those to which reference 
has just been made, and therefore the greatest care 
ought to be taken to prevent a country pledging itself 
to make unduly large payments in a metal different 
from that in which her revenue is received. It is 
now admitted that the entire net revenue of India 
IS only about 38,000, OOOZ. The whole of this revenue 
is received in silver, and more than one half of the 
amount has, in order to defray the home charges, 
to be devoted to make payments in gold. The net 
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amount of these home charges during the present 
year has been officially stated at 17,000,000Z. In 
calculating the Indian revenue m pounds sterlmg 
it is assumed that ten rupees are equivalent to one 
pound. The net revenue of India may therefore he 
stated* as 380,000,000 nipees. But now that silver 
has fallen from what was long its normal value, about 
QOd. an ounce, to about 52c?. an ounce, twelve rupees 
and not ten are equivalent to a pound sterling. In 
order therefore to make a payment of 17,000,000?., 

204.000. 000 rupees are required, and it consequently 
appears that as the home charges now amount to 

17.000. 000?., these charges absorb more than bne- 
half the entire net revenue. As, therefore, India 
is liable to the most serious risks as long as so 
large a portion of her revenue has to be expended 
in making payments in gold, it is of the first im- 
portance that these home charges should not be 
permitted to increase, but measures ought at once 
to be taken to effect in them every possible reduction. 
During the last few years the home charges have 
increased to a most serious extent. It was shown 
by Mr. J. K. Cross, in the able speech which he 
made in the debate last session on the Indian budget, 
that the home charges, which in 1868 absorbed iSh 
per cent, of the net land revenue, wiU during the 
present year absorb the whole of that reventie. The 

K 2 
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necessity of securing a reduction in tlie home charges 
is the greater, because each increase in them exerts 
a direct influence in still further depreciating the 
value of silver, and thus -adds to the loss by exchange 
which India has to bear j while every reduction 
in the amount of these charges must exerSise a 
correspondmg effect in restoring the value of silver. 

Any question referring to the value of the precious 
metals is liable to be so confused by the irrelevant 
intrusion of currency theories, that it cannot be too 
carefully borne in mind that the value either of gold 
or silver is regulated by just the same causes as those 
whiflh regulate the value of any other commodity. 
If there is a diminution in the demand, or an increase 
in the supply, an influence is at once brought into 
operation to lower values. It has already been 
shown that many agencies have come into operation 
during the last few years which have caused an 
increase in the supply of silver to be accompanied 
by a considerable falling off in the demand, and thus 
a double influence has been exerted to lower its 
value. Amongst the many circumstances which have 
contributed to lessen the demand for silver, a position 
of chief prominence must undoubtedly be given to 
the great augmentation in the home charges during 
the past few years. It is well known that these 
charges -are usually not defrayed by the remission of 
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specie from India, but that bills drawn on India are 
sold bj tbe Secretary of State in London. About 
30O,0O0Z. worth of these biUs are each week offered 
for sale. They are purchased by merchants and 
others who have payments to make in India, and as 
these Mis thus take the place of specie, it is obvious 
that each increase in the amount of these bills pro- 
portionately diminishes the demand for silver to be 
transmitted to India. For many years the large 
loans which were annually raised in England for the 
construction of Indian railways to a great extent 
neutralised the prejudicial effect which is now 
exercised on Indian finance by the home changes. 
Previous to 1874, during a period of twenty years, 
a sum of not less than 5,00O,O0OZ. was on the 
average annually raised in England for the construc- 
tion of guaranteed railways in India. Instead of 
transmitting this capital to India in the form of 
money, a very considerable portion of it was used ‘ 
to meet the home charges, and thus the amount of 
billS' which had to be sold by the Secretary of State 
to defray these charges was proportionately dimin- 
ished. This system of constructing Indian railways 
on the guaranteed system has been finally abandoned. 

It has also now been decided that when money is 
borrowed for public works in India, the loan should 
be raised there and not in England ; and conse- 
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queiitly, as tlie home charges will have in future to 
be entirely met either by the transmission of specie 
from India to England, or by the sale in England 
of bills drawn upon India, the prejudicial effect 
which must be exercised upon the rate of exchange 
will, unless these charges are diminished, continue with 
unabated force. For a long time the Government 
in India seemed to cling to the idea that by some 
artificial currency arrangement the value of silver 
could be restored, and the exchange rendered less 
unfavourable. It is unnecessary again to discuss 
the many theories which have from time to time 
beei? propounded. I believe it can bo shown that 
any tampering with the currency would have in- 
definitely aggravated the evil it was sought to 
remove. No surer means can be adopted of still 
further depreciating the value of silver than to 
diminish the demand for it, and if any of the many 
proposals which have lately been propounded with 
regard to the silver question are considered, such, 
for instance, as the introduction into India of a 
gold currency, or the limitation of the amount of 
silver annually coined, it will be at once seen that 
all these suggested remedies alike labour under the 
defect that they could not be carried out without 
lessening the demand for silver. No circumstance 
that has»xecently occurred in connection with Indian 
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finance is a subject for more sincere congratulation, 
than that it seems to have been finally deteimmed by 
the authorities in England not to sanction any change 
whatever in the Indian currency. Independently 
of the objections to which allusion has just been 
made,* it would be difficult to overestimate the 

mischief which would result from altering the 

✓ 

currency of a people who are so stationary in their 
habits that they dislike change with an intensity 
which Europeans find it almost impossible to under- 
stand. A large majority of the population of India 
are cultivators of the land. They have entered into 
engagements to pay, either permanently or for a fixed 
period, a certain number of rupees to the Govern- 
ment for the land which they cultivate. If, because 
silver has become depreciated, they were ordered to 
make this payment in gold, or if they found that 
the weight of silver in the rupee was increased in 
order to get from them more silver than they had 
stipulated to pay, a feeling would spread among the 
people from one end of India to the other that they 
were the victims of a breach of faith ; there would 
naturally arise the deepest distrust of the Govern- 
ment ; and the harm that would be done would be 
indefinitely more serious than any mischief which 
can possibly result fi?om the loss by exchange. It 
appears that India has had a very narrow escape from 
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tlie danger to which reference has just been made. 
Up to the very last the authorities at Calcutta 
apparently indulged the hope that the loss by 
exchange might be ave3,ted by some currency device. 
Sir John Strachey, in his budget speech of the 
present year, refers with satisfaction to the fabt that 
measures which wore suggested by the Viceroy and 
his Council for dealing with the exchange difficulty 
were at the time under the consideration of the 
Secretary of State. It is well known that the sug- 
gestion to effect some alteration in the Indian 
currency was favourably entertained by some mem- 
bers? of the Council of the Secretary of State, and 
by other authorities at the India Office. Fortu- 
nately, however, advice was sought from the outside ; 
a departmental committee was appointed which 
comprised amongst its members some officials who 
were not connected with the India Office ; and it is 
probable that to the investigations of this committee 
it is to a great degree due that the wise decision has 
been arrived at, that, so far as the currency is con- 
cerned, things must be left alone. The decision 
which was thus come to, seems at once to have 
produced a most marked effect. The authorities in 
India and in England had brought home to them 
with convincing force, that as the loss by exchange 
was a serious burden on the finances of India, which 
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could not be lightened by any modifications of the 
currency, there would continue to be increasing 
deficits, unless measures were at once taken to reduce 
expenditure. Other difl&culfies, moreover, besides 
the loss by exchange had to be met. Provision bad 
stDl td be made for the larger part of the expenses 
incurred in the Afghan war, and for years there had 
been carried on an expenditure on public works, 
which it was every day becoming more evident India 
could not afford. 

With regard to making provision for the expenses 
of the Afghan war the difficulty has been rather 
evaded than encountered. Assuming that the fcost 
of the war did not exceed the official estimate of 
2,600,000Z., only one quarter of this amount has so 
far been provided by India, for 2,000, OOOZ. has been 
lent to her free of interest by England. As this 
2,OOO,0OOZ. is to be repaid by India in seven years, 
the exact amount of the contribution which England 
will make to this war is less than 32O,000Z., this sum 
representing somewhat more than the loss of interest 
on a loan of 2,000,00()Z. made in the manner just 
described. I do not here intend again to consider 
whether England in contributing 320,000Z., or less 
than a seventh of an aggregate expenditure of 
2,600,000Z., is either legally or equitably bearing 
her proper share of the cost of a war wljich was 
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said, botlx by the Viceroy and the Prime Minister, 
to have been undertaken for Imperial purposes. The 
question, however, as to the exact proportion in 
which the cost of pursjimg a “ forward policy ” in 
Afghanistan should be borne by England and India 
respectively, will have again to be considered, now 
that it has become necessary to renew hostilities in 
Afghanistan. 

The 2,000,000Z, which has been thus advanced 
by England will no doubt afford India some tem- 
porary relief ; but it is obvious that this relief is 
obtained by having recourse to the expedient of 
discountmg the future. The loan will, during the 
present year, diminish by 2,000, 000^. the sum which 
will have to be provided from India to defray the 
home charges, and in this way the rate of exchange 
may, to a certain extent, be favourably affected. 
During the next seven years, however, as the instal- 
ments for the repayment of the loan become due, 
India will have to provide the money for these 
payments, and consequently a more favourable 
exchange during one year is secured by making 
the exchange more unfavourable during the succeed- 
ing seven years. It is obvious that nothing but 
extreme necessity can be pleaded as an excuse for 
the adoption by any government of such financial 
expedients. 
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The fact that India has had to he assisted by 
England with a loan of 2,000, OOOZ. affords a striking 
proof that, in considering aU Indian questions, a 
position of first importance onnst be given to their 
fibnancial aspects In deciding upon any particular 
course 'bf pohey, the element of cost should never 
for a moment be absent. It may be premature to 
attempt to determine what should be our future 
action in Afghanistan under the present change of 
circumstances, but it cannot be too strongly insisted 
upon that, in the existing financial condition of 
India, no peril can be more serious than the adoption 
of a policy which, if it should lead to a large addi- 
tional expenditure, would sooner or later necessitate 
an increase of taxation. It has already been shown 
that, to obtain the comparatively small sum of 
750,0001., the Government thought that the best 
course which was open to them was to impose 
the hcence tax. In order to form an idea of what ‘ 
increased taxation ma}'' signify in India, it is only 
necessary to bear m mind the effect which this tax 
is producing, and to remember that, if fresh taxation 
has again to be resorted to, some impost even more 
obnoxious than the licence tax will have to be levied. 
Those who are most competent to form an opinion 
seem unanimously to agree that any pohey which 
would lead to annexation in Afghanistan would 
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cause a large permanent addition to the annual 
expenditure of India. If such a policy should be 
adopted, both the present Secretary of State and 
the Viceroy would stajid self-condemned ; for after 
the admissions which within the last few months 
they have so unreservedly made as to the financial 
condition of India, it is impossible for them to 
sanction new and heavy charges being thrown upon 
her, without the conclusion being ever present to 
their minds that the additional taxation which must 
be the inevitable accompaniment of increased expen- 
diture will bring upon India the gravest perils 

It has been previously mentioned that in addition 
to the various unfavourable circumstances already 
enumerated, which brought home with striking dis- 
tinctness to the Indian Government the present 
critical state of Indian finance, facts have gradually 
come to light which have led irresistibly to the 
conclusion that a large part of the outlay on works 
which are classed as “reproductive” does not yield 
even a small fraction of the interest which has to 
be paid on the capital borrowed for their con- 
struction, Early in the Session of 1878, the Under- 
secretary of State for India, in moving for the 
appointment of a Select Committee to inquire into 
this public works expenditure, stated that on the 
9,000,00i)Z. spent in recent years on schemes of 
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irrigation in Bengal, the return wMch is yielded is 
only ^ per cent. This conclu si on was abundantly 
Terified after a most careful and exhaustive in- 
vestigation of the entire subject by the committee 
which sat during the Sessions of 1878 and 1879. 
In theit report, which has lately been published, 
and which was drawn up with much ability by the 
chairman of the committee. Lord George Hamilton, 
it IS shown that, in the case of many irrigation 
works, the return which is yielded, far from paying 
the interest on the capital expended, does not even 
suj0&ce to meet the working expenses. Some works 
of irrigation have undoubtedly proved to be vSry 
remunerative ; but it is clearly shown by elaborate 
statistical returns which have been summarised iu 
the report of the committee, that, with the single 
exception of the works iu Scinde, the schemes from 
which large profits are secured are either old native 
works, like the Eastern and Western Jumna Canals, 
and the Cauvery anicut, which have been restored 
by British agency, or works which have been con- 
structed under exceptionally favourable conditions, 
such as the Godavery and Kristnah. Thus, taking 
the year 1875-76, the latest for which the official 
figures are given, it appears that up to that time, 
without including the value of the old native works, 
15,562,6551. had been expended on schemes of 
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irrigation in India. The net return in that year 
on this outlay, after allowing for working expenses, 
was 832,243Z. As 700,319Z. would represent the 
charge for interest at 4 -^ per cent, on a capital of 
15,562,655?., it follows that the irrigation expendi- 
ture yields a net profit of 131,924?. But on’further 
examination it is at once seen that, as previously 
stated, the whole of this profit is obtained from old 
restored native works, and from those which have 
been constructed in Scinde and in the deltas of the 
Madras rivers. This is shown by reference to the 
following table, in which are given the results of 
the profitable irrigation works: — 



Capital 

Bectiipts after 
meeting worknig 
expeie^os and 
inteieat at 

4J per cent. 

E\ce<5«? 
Revenue 
per cent 

Scinde luigation "Works . 

Kast Jumna . . . 

West Jumna 

Cauvory 

Godavery 

Kristnan . 

Ganges j 

£ 

667,704 

231,743 

432,764 

116,072 

736,444 

463,690 

2,826,479 

£ 

132,103 

47,946 

84,010 

108,923 

94,351 

45,630 

42,808 

19 66 

20 68 

19 42 

81 30 

12 94 

9 8 

1 51 

l 


With regard to the irrigation works which are not 
included in the above table, and on which a capital 
of no less than 10,197,869?. has been expended, the 
return yielded in 1875-76 was barely sufficient to 
meet the working expenses, and fell short by no less 




m] THE NEW DEPAETDRB 143 

a sum than 421, 85 9 Z. of the amount which was re- 
quired to defray these expenses and the interest on 
the capital expended. This result is made still more 
unfavourable if the outlay on the Madras Irrigation 
Company’s works is taken into account. These 
works, '’constructed with capital raised by a private 
company in England, were subsequently purchased 
by the Government, and on a capital expenditure of 
1,372,OOOZ. it appears that the net annual loss 
is 46,453Z. 

With regard to railways, which represent the other 
great branch of pubhc works expenditure, the finan- 
cial results which have up to the present time bSen 
obtained are no doubt in some respects more satis- 
factory, but as railways have now been constructed 
along the most important lines of communication, 
the returns which are jfielded on the money expended 
on railways in the past ought not to be regarded 
as affordmg any evidence that similar returns will 
be obtained from capital which may be expended in 
the future. The construction of railways in India 
was first undertaken m 1846, and between that time 
and 1867 railways were made through the agency 
of private companies, who obtained from the Govern- 
ment a guarantee of interest, generally at 5 per cent., 
on the capital expended. It appears from the last 
oflS.eial report on Indian railways, which brings the 
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figures down to a year later than those contained 
in the report of the Public Works Committee, that 
the amount expended on the guaranteed railways up 
to March 1879 was 96,725,679^. 

In 1867 it became apparent to the Government 
that the guarantee system afforded no adequate 
securities for economy. So long as private companies 
were insured somewhat more than the current rate 
of interest on whatever amount of capital they might 
expend, it is obvious that there could be no sufficient 
motive to restrain waste. It was accordingly decided 
to abandon the guarantee system, and from that time 
all ‘ now railways have been constructed by the 
Government. On these railways, which are known 
as the State railways, 21, 291, 076 i!. had been expended 
up to March 1879. It is scarcely possible to make 
any fair comparison between the financial results of 
the two systems, because, in the first place, the most 
profitable lines of communication were occupied by 
the guaranteed railways before the State railways 
were commenced, and, in the second place, a con- 
siderable portion of the capital which has been raised 
for these State railw’’ays has been expended on lines 
which are still in process of construction. It is 
showm in the report of the Public Works Committee 
that although there has recently been, on the average 
of yearg, an improvement in the returns of the 
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guaranteed railways, yet in no single year except 
1877-78 lias the return on the aggregate expenditure 
on railways been sufficient to meet the interest on 
the capital expended. The entire loss on the 
guaranteed railways amounted up to 1877-78 to no 
less a 'sum than 22,437,307Z. The comparatively 
favourable results which were obtained in that year 
are proved by the latest official reports to have been 
entirely exceptional, being favourably affected by the 
large quantities of grain which had to be taken to 
the famine districts in Southern India ; between 
1877-78, and 1878-79 there has been a very serious 
falhng off in the returns from the guaranteed rail- 
ways. The gross receipts have fallen nearly 12 per 
cent. ; and as this falling off has been accompanied 
by an iucrease in the working expenses, there has 
been a stdl greater diminution in the net receipts, 
amounting to no less than 18 per cent. There has 
at the same time been an improvement in the returns 
from the State railways, as the net receipts from 
these have risen from 131,243Z. to 195,787?. This 
increase is no doulit mainly due to the fact that 
nearly a thousand additional miles of railway were 
opened during the year. Assuming that a third or 
7,000,000?. of the aggregate capital of 21,000,000?. 
raised for the State railways is being expended on 
lines which are not yet completed (and this is 
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probably an excessive estimate), it appears from 
tbe figures just quoted that an outlay of 14,000,000/. 
only yields a return of 195,787/ It therefore follows 
that if, as is stated in the report of the Public Works 
Committee, the capital for the State railways has been 
borrowed at 4| per cent, the lines which have been 
now completed do not yield a return sufficient to pay 
one third of the interest on the capital expended. 

In view of such facts as those which have just 
been mentioned, it became impossible for the Govern- 
ment to resist the conclusion that, however great 
may be the advantages of extending railways and 
works of irrigation in India, the financial results of 
these undertakings were most uncertain, and were 
proved to be in many instances most disastrous. 
The continuance of the policy which had been for 
some time pursued of annually borrowing between 
•' 4,000,000/. and 5,000,000/. for public works would 
inevitably increase the deficit, which, as there 

was no surplus revenue, would have to be met 
either by an immediate increase of taxation, or 

by an increase of debt, which would sooner or 

later lead to the same result. The consequences 

produced by the new taxation which it has been 
found necessary to impose for the creation of a 
famine fund must have brought home to the Govern- 
ment with irresistible force that no misfortune which 
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could happen to India could be greater than having 
to make her people bear the burden of increased 
taxation. It has therefore been most wisely resolved 
to lose no time in reducing the public works expen- 
diture, and it has been ordered that in future the 
amount which shall be borrowed in any year for 
the construction of public works shall not exceed 
2,500,0001. As it 13 strictly enjomed that the money 
shall be borrowed in India and not in England, it 
may be fairly concluded that the Grovernment have 
at last recognised the political and financial dis- 
advantage of adding to the indebtedness of India m 
England, and thus rendering it necessary each year 
to transmit a larger portion of the revenue of India 
in order to discharge her obligations to England. 

This sudden curtailment of the public works 
expenditure cannot of course be regarded with un- 
mixed satisfaction. Many most useful undertakings ^ 
will undoubtedly be stopped ; and it cannot be denied 
that many works which are not dureetly remunera- 
tive may produce such beneficial results that, if the 
financial condition of India were different from what 
it IS, they might most properly be undertaken. But 
in her present situation the Government had only 
a choice of evils. No other alternative was open 
to them than either to continue an expenditure 
which would lead to increased taxation, or xo adopt 
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a policy which will only too certainly cause the 
stoppage of many useful works. Whilst fully acknow- 
ledging that the Government, m the course they 
have adopted, have chosen the less of these two 
evils, it is at the same time very important not to 
lose sight of the disadvantage that will result from 
this necessary reduction in the public works expen- 
diture. Although I have for many years past had 
frequent occasion to call attention to the impolicy 
of raising largo loans for the construction of public 
works, it IS impossible to insist too strongly upon 
the, fact that, whilst it may be most inexpedient to 
continue to carry out an extensive system of railways 
and irrigation schemes by loans, it may bo most 
desirable to undertake them, if such a surplus of 
revenue can be obtained as will enable the works to 
be completed without increasing the taxation or 
adding to the debt of India. If any fresh induce- 
ment were required to make those who are respon- 
sible for the administration of the finances of India 
resolutely persist in a course of the most rigorous 
economy, it would be afforded by the fact that, until 
a large surplus is regularly obtained, many works 
will have t,o be suspended which would greatly 
promote the proper development of the resources 
of that country. 

Enough has probably now been said to prove that 
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the time has arrived when, in order to restore the 
finances of India and prevent them drifting into hope- 
less embarrassment, it is absolutely essential that the 
policy of “ rigid economy in every branch in the public 
service,” which has been recently announced by the 
Government, should be carried out with promptitude 
and thoroughness. The necessity for this economy 
being fully admitted, it wuU naturally be asked, 
What are the measures which have been proposed 
by the Government to insure it ^ After what has been 
said with regard to public w^orks, no detailed refer- 
ence need be made to the contemplated reductions in 
this branch of the expenditure. During the present 
year the expenditure on public works is to be re- 
duced from 4,599,OOOZ., its amount in 1878-79 to 
3,500, OOOZ., and, as previously .stated, the amount 
which is to be borrowed for public works in succeed- 
ing years is to be limited to 2,500, OOOZ., with the 
proviso that the entire amount required is to be raised^ 
in India. Considering the large public works estab- 
lishments which exist in India, and the heavy sums 
which wdi be required to provide pensions for the 
engineers and others for whom, under the reduced 
scale of expenditure, no employment wiU be avail- 
able, and also bearing in mind the serious loss that 
may be incurred in having suddenly to abandon 
works which are approaching completion, it may 
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perhaps be faiiiy concluded that it would scarcely 
be prudent to make a larger immediate reduction 
in the public works expenditure than that which is 
now proposed. Unless, however, a decided impx'ove- 
ment can be effected in the financial condition of 
India during the next few years, the Government 
will undoubtedly be compelled still further to reduce 
the outlay on public works. 

In addition to these important reductions in the 
puiblic works expenditure, the Government have 
given the most distinct pledges that no effort shall 
be spared to secure every possible retrenchment in 
all the other branches of civil administration. It is 
anticipated that an immediate saving of 250,000Z. 
a year can thus be obtained, and it is evidently 
thought that a much larger saving can be secured, 
when sufficient time has elapsed to enable all the 
civil departments to be thoroughly overhauled. No 
•->one who has watched the steady and rapid growth 
in the cost of the civil administration since the 
government of India was transferred from the Com- 
pany to the Crown, can doubt that there is an 
almost unlimited opportunity for effecting a most 
important saving if the government is conducted 
with greater dare and thrift. It has been previously 
pointed out that the cost of administration, ex- 
cluding expenditure on the army and public w'orks, 
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increased in the fifteen years from 1856 to 1871 
from 14,964,867?. to 23,271,082?., and this growth 
of expenditure has steadily continued up to the 
present time. It is shown in almost every item 
m the cost of administration. Thus, in 1856, the 
cost 6f printing and stationery was 128,197?. ; in 
1871, it was 233,675?., and in the present year it is 
estimated at no less an amount than 490,000?. net. 
The advantage which would result from reducing 
this excessive outlay withm proper hmits is by no 
means to be measured by the amount of money which 
would be saved, for it will scarcely be denied that 
in the government of India administrative efficisney 
is often smothered in a mass of paper details. This 
remark admits of a very wide application, for there 
IS good reason to believe that economy, instead of 
lessening, would m almost every instance greatly 
promote administrative efficiency in India. One of 
the chief defects m the present system of govern-*- 
ing that country is the weakening of individual 
responsibility. Experience has again and again 
proved that no task is more hopeless than to at- 
tempt to fasten responsibility upon a particular 
department or individual for any mistake that may 
be committed, or for any waste thdt may result 
from laxity of control. Some years since bairacks 
were erected in India at an enormous ^cost, and 
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although it was afterwards found that in some 
instances they were so badly constructed as to be 
totally unfit for use, it has to this day remained 
impossible to discover to whom the blame ought to 
be attached. The subject was most carefully in- 
vestigated by a select committee of the House of 
Commons, but it was soon seen that the members 
of that committee had a tangled skein before them, 
which no amount of patience or 'ingenuity could 
unravel. The responsibility in rapid succession was 
shifted from the Public Works Department to the 
various grades of engineers who were engaged in 
the work, and then again it was transferred 
from the enguicers to the local contractors. The 
weakening of responsibility is always so much 
promoted by the undue multiplication of depart- 
ments, that the rumoured decision of the Govern- . 
ment to reduce the number of departments in India, 
•»many of which have been called into existence during 
the last few years, is to be welcomed not only on 
account of the important saving which wiU result 
from the abolition of many highly paid offices, but on 
account of the influence which it will undoubtedly 
exert upon the efficiency of administration. 

The annual migration to Simla may be referred 
to as afibrding another example of the fact that, 
although ^economy may be the primary motive for 
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adopting some particular measure, yet other conse- 
quences may be produced by it, wbicb are at least 
as important as the pecuniary saving involved. It 
has been estimated that on the most moderate com- 
putation a saving of 10,000^. a year might be effected 
in corfbection with this migration. While, in the 
present state of the finances of India, it is imper- 
atively incumbent on the Government to effect an 
economy comparatively so small as 10,000?., such 
an amount altogether fails to represent the indirect 
loss which IS caused to India by this transfer of the 
seat of government from Calcutta to Simla during 
the greater part of the year. The personnel of nl^ny 
of the most important offices is annually removed 
from Calcutta to Simla during seven months. As a 
fortnight is occupied both in gcnng and returning, 
it follows that one-twelfth of the working year is 
lost. It has lately been well observed that no item 
in the Indian accounts “ could be more safely or more 
advantageously cut down, if not swept away alto- 
gether. Up to about fifteen years ago the idea of 
removing aU the departments to a summer capital 
seems never to have suggested itself. The Governor- 
General might, and often did, spend two or three 
months at one of the hill sanitaria, but never dreamh 
of taking with him the whole apparatus of govern- 
ment. . . . Such public opinion and independent 
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criticism as there are in India are to be found only 
in the Presidency towns, and it is no light evil that 
the Government should be out of the reach of the 
wholesome effect of these for over half the year. 
Moreover, Simla is situated in a remote and inacces- 
sible corner of the Empire, and the Govetnment 
might be easily cut off for days from all communica- 
tion with the rest of the country. If, however, the 
Government cannot make up its mind to give up 
this luxury, it may fairly be asked whether the 
officers whose work lies for five months in Calcutta 
and seven in Simla — other words, who enjoy an 
aM'ost perfect climate for the entire year — should 
receive salaries and have fuilough privileges which 
were originally fixed with the view of tempting 
equally good men 'to spend their whole time m the 
plains,”' 

As already stated, the Government, with the view 
of securing economy, have undertaken that all 
branches of expenditure shall be most carefully 
scrutinised. It wjH no doubt be found that by 
abolishing -many unnecessary offices a considerable 
saving may be effected, but in order to make such 
retrenchment as is rendered absolutely necessary by 
the present ‘financial condition of India, it will be 
.essential that something more shall be done. The 
^ Sae Calcutta correspondent of the Tinm, July 7, 1879. 
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entire system on which the government of India has 
been conducted must be changed. The illusion is 
only just beginning to pass away that India is an 
extremely wealthy country. Misled by certain signs 
of barbaric riches, people have too generally supposed 
that In'dia could afford to have her government carried 
on upon a lavish scale. There is probably no country 
in which offiieial salaries range so high, and this 
remark holds true not only with regard to those 
who are employed in the public service in India, 
but also with regard to many of the salaries which 
are paid at the India Office in London. One who 
holds a high position in the English Civil Service 
informs me that he has lately had occasion to make 
a comparison between the rates of pay in the English 
and Indian services, and that he finds that m nume- 
rous instances, for precisely the same work done in 
England, a poor country like India pays 20 or 30 
per cent, more than is paid by England with all 
her wealth. In determining at what amount official 
salaries should be fixed, it is not sufficient merely to 
consider whether a particular mdividual is overpaid. 
The financial circumstances of the country must also 
be most carefuUy taken into account. The worst of 
all things for a state as well as for an individual is, by 
living beyond its means, to burden itself with a load 
of debt. If a comparison is made between tijie finau' 
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cial resources of England and India, it will be found 
almost impossible to convey an adequate idea of tbe 
poverty of the latter country. In India, witb a popu- 
lation of more than 200,000,000, a net revenue is 
raised of less than 38, 000, 000 Z. A much larger 

revenue than this is raised in England by tas;es im- 
posed on articles of general consumption ; but in India 
the mass of the people are in a condition of such 
deplorable poverty, many of them earning only Sd. a 
day, that with the exception of salt, which is already 
heavily taxed, they consume scarcely an article on 
which a duty can be imposed, and consequently it is 
fotfnd that taxation in India has reached almost its 
extreme limits. An expenditure which may be per- 
fectly suited to England may be altogether beyond 
the means of India ; and if India cannot afford to 
pay some of those who are now receiving seven or 
eight thousand a year, it is far better that she should 
' get others to do the work for a smaller remuneration 
than incur debt and thus ultimately be driven to bear 
fresh burdens of taxation. 

It win unfortunately only too surely happen that a 
policy of retrenchment cannot be carried out without 
causmg much loss and suffering to individuals. If, 
- for instance," the public works expenditure is reduced 
by one half, many thousands of labourers who are 
now employed by the Government wiU have to be 
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dismissed. The Indian newspapers already contain 
accounts of the suffering which is thus caused by 
the curtailment of the outlay on pubhe works. Not 
the least of the many evils that result from extra- 
vagance is that, when the inevitable time arrives for 
retrenchment, many old servants have to be dismissed, 
and many, through no fault of their own, are deprived 
of employment to which they have been long accus- 
tomed. At such a time it is of the first importance 
that a Government should mete out even-handed 
justice, and that retrenchment should not fall upon 
the poor alone, and leave the wealthy and the influen- 
tial untouched. The difficulties which must always he 
encountered by a Government in carrying out a policy 
of economy are sure to be most formidable ; but the 
Government of India will find that the task which 
they have undertaken is rendered much more easy if 
they are able to give proofs that, in order to secure a 
reduction of expenditure, they do hot shrink from*" 
encountering the opposition of those whose influence 
will enable them to make their coipplamts heard. 

In attempting to describe the advantages which will 
be produced by this new policy of economy to which 
the Indian Government is now pledged, it is hardly 

m 

possible to lay too much stress upon the fact that one 

« 

of the chief agencies on which reliance seems to he 
placed IS to secure a more economical administration 
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by a larger employment of natives in the public 
service. The question is alike important whether re- 
garded in its political or its financial aspects. There 
can be no surer way of attaching the people of India 
to our rule than to place within the]r reach an educa- 
tion which will fit them for the public service, and 
then freely to throw open to them all positions which 
they are qualified to fill. In spite of repeated pledges 
that no unnecessary barriers should be placed in the 
way of the natives obtaining admission to the public 
service, it is now officially acknowledged that the 
efforts to give these pledges practical effect have been 
“ spasmodic, unsystematic, and altogether incompre- 
hensible to the mass of the native population, while 
the great increase which has taken place in the 
number of Europeans in some branches of the public 
service, and various other acts, may have seemed to 
them to be in partial violation of this policy. It can- 
'^not be denied that, whatever may have been the 
intentions of successive Secretaries of State, very little 
progress has been inade in giving effect to it.” ^ As I 
have had occasion to express strong dissent from many 
acts of the present Viceroy, I more gladly take this 
opportunity of bearing testimony to the efforts which 
he is understood to have made during the whole time 

1 See the Budget Speech of Mr Stanhope, House of Commons, 
M.u 22, 1870. 
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he has been in India to secure a larger employment of 
natives in the public service. In pursuing this course 
it will, I believe, be subsequently proved that Lord 
Lytton has acted with not less wisdom than justice. 
Indications, however, are not wanting that, in carrying 
out this policy, the Government will be attacked from 
two opposite quarters. No sooner was the announce- 
ment made that, in order to admit natives to some of 
the higher of&ces, the number of appointments in the 
covenanted service thrown open to competition in 
England would be diminished, than the course which 
the Government intended to adopt was severely criti- 
cised. All the old and well-known objections '^’■ere 
brought forward. It was alleged that the natives 
were defective in physique, and that they were 
morally unfit to have entrusted to them the higher 
offices of the State. It is only reasonable to suppose 
that such objections as these have been carefully con- 
sidered both by the Viceroy and the Secretary of' 
State before they came to their recent decision, and 
in arriving at it it is easy to show that they are sup- 
ported by those whose mtimate knowledge of India 
has qualified them to speak with great authority on 
this subject. Selecting a few from many similar 
expressions of opinion that might be quoted, General 
Sir George Jacob, formerly Special Political Commis- 
sioner, Southern Mahratta country, said . ” Quring the 
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last thirty years that I have been at the head of a 
province or provinces, I have made it a rule to select 
men for employ under me from the different colleges 
and schools of the Presidency, both Mahometan and 
Hindu, and there are numbers who have been so 
selected who are now filling high and responsible 
appointments in the different parts of Western India. 
The accounts that have reached me of them since 
my return to England bear testimony to their use- 
fulness and trustworthiness.” After saying that only 
one had failed, he continued : “I certainly should 
not have expected so large a proportion of good men 
and^rue even from the educated classes of my own 
country.” Sir Bartle Frere, writing in 1868, when 
he was Governor of Bombay, said : “We have at 
this moment m the educated youth of Western 
India, as far as intellectual and moral training can 
eeeure it, an excellent raw material for mannmg 
--jvery branch of the public service.” The present 
Governor of Bombay, Sir Bichard Temple, who has 
also held important positions in Bengal, bears testi- 
mony to the capacity possessed by some of the natives 
for the highest admmistrative work. He says that 
during our supremacy in India there have been in the 
native States good ministers, really capital adminis- 
trators, who have adorned the service to which they 
belong . such as Purnea of Mysore, the Tantia Jogh 
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of Indore, in the past, and Sir Sala Jung of Hydera- 
bad, Sir Dmker Rao of Grwalior, Sir T. Madbava Eao 
of Travancore, in the present.” In a report •which the 
Government of India published a few years since on 
Sir T. Madhava Rao’s administration of Travancore, 
it is htated that “he found Travancore, ■when he 
went there in 1849, in the lowest stage of degrada- 
tion ; he has left it a model State.” Everything 
was in a condition of the most utter disorder ; the 
treasury was exhausted; the pay of the police and 
other public servants was so much in arrear that 
they compensated themselves by the most irregular 

« 9 

exactions. Sir Madhava Rao, by the exercise of the 
greatest care and thrift, was able to place the 
finances of Travancore in a thoroughly sound posi- 
tion ; a considerable surplus was Secured, large sums 
were spent on education and in the construction of 
public works, the salaries of the officials were regu- 
larly paid, the people were not harassed by taxes 
unsuited to them, but his intimate knowledge of their 
tastes and their habits enabled hir^ to effect all these 
great reforms ■with the minimum of inconvenience to 
the people. If any other proof were wanted of the great 
advantage that would result from more largely employ- 
mg natives who are capable of rendering important 
service to the Government, it would be afforded by 
the fact that almost all the public works in India have 
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iu recent years been constructed by English engineers, 
and yet, as previously shown, by far the most 
successful schemes of irrigation are those which were 
designed by natives, who possessed a knowledge of the 
climatic conditions of the country which can be very 
rarely acquired by a foreigner. This success ‘'of the 
native works is so remarkable that when Lord Salis- 
bury was Secretary of State he went so far as to 
declare that the only schemes of irrigation which 
showed the desirable result of a clean balance-sheet 
were those of native origin. 

As previously indicated, the extended employ- 
ment of natives in the public service ought not to 
be simply considered as a measure of justice and 
of improved administration. The Government 
wisely consider that by the adoption of this policy, 
it will be possible to effect a very important re- 
duction in expenditure. It is, however, evident 
that claims may be put forward by the people of 
India themselves, which, if conceded, would prevent 
any direct pecuniary gain being secured from the 
increased employment of natives in the public 
service. It is often contended by influential repre- 
sentatives qf native opinion that there should be 
no ^difference m the remuneration of natives and 
Europeans respectively for the same work. The salary 
of a Eiftopean official m India should, however, be 
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considered as composed of two elements . one part 
of the pay which he receives remunerates him for 
the actual work which he does, and the other 
compensates him for leaving his country, and for 
various expenses to which he is subjected, such, for 
instance, as having to send his children to Europe 
to he educated. A native, therefore, not being 
subject to these disadvantages, would really receive 
much higher remuneration than a European if he 
were paid the same salary. One simple principle 
should regulate the official pay both of natives and 
of Europeans. The Government, being trustees* of 
the public revenue, are not justified in spending 
one shilling of this revenue unnecessarily, and 
consequently they are bound not to pay more for 
any work which may require to be done than is 
sufficient to secure the services of those who are 
competent to perform it. If a qualified native »■ 
is willing to accept 1,OOOZ. a year where it would 
be requisite to give an equally competent European 
2,OOOZ. a year, a strong argument is afforded, not for 
making an unnecessary addition of 1,000Z. a year to 
the salary of the native, but for saving this amount 
by employing him instead of the European, 

Although much may be undoubtedly done’ to 
improve the financial position of India by carrying 
out a policy of strict retrenchment in aU depart- 

M ^ 
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meiits of civil administration, yet it will scarcely 
be denied that, in order to effect tbe saving wbicb 
is needed, chief reliance must be placed on largely 
diminishing the present cost of the Indian army. 
It appears, from the latest official statement^^ that 
the’ net cost of the Indian army for the present 
year is estimated at 17,375,000?. A considerable 
portion of the cost of the late Afghan war will 
have to be borne during the present year ; but as, 
at the time when the military expenditure was 
estimated at 17,375,000? , peace had been restored, 
and no renewal of hostilities was anticipated, it 
may be only too certainly concluded that the mili- 
tary expenditure for the present year will greatly 
exceed the amount stated. Even in the time of 
peace the cost of the army has of late years shown 
a tendency to increase, for in 1877, when there 
, was no war, Sir John Strachey laid special stress 
upon the fact that in a single year there had been 
an increase of no less than 1,000,000?. in military 
expenditure. It iS evident that, if decided measures 
are not at once taken, the military expenditure will 
soon absorb one half of the entire net revenue of 
India. It would be difficult for any country, and 
it is impossible for one so poor as India, to bear 
such a drain on her resources. The Government 

n 

See Budget Speech, of Sir John Strachey, Calcutta, March, 1879. 
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seem at length fully to have recognised the neces- 
sity of immediately adopting measures to reduce 
this expenditure, A commission, with Sir Ashley 
Eden, the present Lieutenant-Governor of Bengal, 
as its president, has been appointed in India, “with 
a view to assist Government in determining what 
share of the unavoidable reductions in public ex- 
penditure can be borne by the military charges 
without injury to the general efficiency of the 
army, and in what manner such savings can best 
be effected.” Simultaneously a small commission 
has been appointed in England to investigate 
the home army charges which are borne!* by 
India, especially those connected with the cost 
of recruits. . This commission consists of Lord 
Northbrook, Sir Thomas Seccombe, who for many 

years ably discharged the duties of Einancial Secre- 

« 

tary at the India Office, and Mr. Knox, Deputy 
Accountant-General at the War Office, who ha# 
deservedly gained the confidence of successive 
Secretaries of State for War. It may be anticipated 
that much good will result from these inquiries, 
and that many suggestions will be made which, if 
adopted, will lead to a considerable reduction of ex- 
penditure Thus it can hardly he dou*bted that the 
Commission in India will recommend the abolition 
of the offices of Commander-in-Chief at Bombay 
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acd Madras, witli a considerable portion of tlieir 
costly and unnecessary staff. Public opinion in 
India is almost unanimously in favour of this change, 
and it was long since strongly advocated by some 
of the highest authorities, such as Lord Sandhurst 
and Sir Henry Durand, not only on the ground 
of economy, but also as likely to add to the efficiency 
of the army. The experience of the recent Afghan 
war must enforce upon the Commission the conclusion 
that the present commissariat system is alike costly 
and defective. The large amount which India has 
annually to spend in non-effective army charges 
canisot fail to be a prominent subject in any inquiry 
which has for its object the reduction of the military 
expenditure of that country. The sum which India 
has annually to pay^in pensions is steadily increasing, 
and many of these pensions, earned after a com- 
paratively short period of service, are I'eceived by 
|hose who are still capable of doing useful work 
for the State. Thus, in an account of the Indian 
army lately published, it js stated that “ at the 
present moment there are thousands of soldiers who 
have completed little over fifteen years’ service in 
India in receipt of pensions for life.” If some kind 
of civil- employment in India were given to these 
men, 1;he army would become more popular, and the 
burden of the pension establishment be sensibly 
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lightened. The question of the non-effective charges 
presents itself in a still more serious aspect when, 
the pensions and furlough allowances received by 
officers in the Indian army are considered. It was 
stated before the Indian Finance Committee in 1872 
by SJb Thomas Pears, then Military Secretaiy at 
the India Office, that India was at that time annually 
pajdng no less than l,60O,O0OZ. to officers in the 
form of pensions and furlough allowances, and he 
showed that about one-fourth of the entire number 
of officers of the Indian army, who are wholly 
maintained by India, were not in India, but in 
England. When such questions as these are investi- 
gated, I believe the Commissions which have just 
been appointed, will arrive at the conclusion that 
in order to effect any important reduction in the 
military expenditure of India, it will not be sufficient 
simply to deal with details, but it will be necessary 
to introduce fundamental changes into the systenf 
on which the present Indian army is based. With 
regard to the army, a partnership Jias been established 
between England and India, and as one of these 
countries is extremely rich, and the other extremely 
poor, much of the same incongruity and many 
of the same inconveniences arise as if twn in- 
dividuals were to join m housekeeping, one of 
whom had 20,0O0Z. a year, and the otJier only 
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IjOOOZ, An expenditure whicli may be quite appro- 
priate to the one whose income is 20,0001. would' 
bring nothing but embarrassment to the one 
whose income is only 1,000Z. The money which is 
expended may be judiciously laid out, but if the 
man with the smaller income finds that ‘he is 
gradually becoming embarrassed with debt because 
he has to live beyond his means, it is no compen- 
sation to him to be told that he is only called on 
to contribute his proper share of the expenses. His 
position would be the more intolerable if he were 
treated as India was as regards her army, and, after 
having been compelled against his wish to join the 
partnership, he is forced to continue it whether he 
desires to do so or not. In 1861 the English and 
Indian armies were 'amalgamated in direct opposition 
to the strongly- expressed remonstrances of Lord 
Canning, who was then Viceroy, and of almost every 
Indian statesman of authority and experience. The 
Council of the Secretary of State unanimously ob- 
jected to it, but tljey were informed that although 
they could, of course, exercise their right of protest, 
it would be time wasted, for the amalgamation of 
the two armies had been made a Cabmet question^ 
and was an accomplished fact. 

The description just given of the consequences 
which may occur if two individuals share the cost 
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of joint housekeeping, fails fully to indicate the 
position of India with regard to army expenditure. 
Not only has she been compelled to enter into part- 
nership with England, but, the partnership having 
been once established, she is obliged to contribute 
her share towards the expenses of many costly 
arrangements, as to the adoption of which she was 
not even consulted. Thus, a few years since, the 
system of short service was introduced. Under the 
arrangement which previously prevailed, a man was 
enlisted for twenty-one years, during twelve of which 
he served with the colours. Now, the enlistment is 
for twelve years ; there is only six years’ service mth 
the colours ; for the remaining six he passes into the 
reserve. Whatever may be urged in favour of this 
new arrangement, it is obvious* that short service 
may produce very different consequences to India 
and England respectively. For instance, the cost 
of transporting troops from England to India is a» 
important item in the military expenditure of the 
latter country, and it is evident that the shorter the 
term of service, the more frequently wiU troops have 
to be sent from England to India, and back again 
from India to England, with the result of very 
materially adding to the charge for transport. This 
charge has to be borne entirely by India, and* does 
not in the slightest degree affect England. , Again, it 
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may very possibly happen tb^t six years’ service in 
England may be sufficient to enable a man to pass 
into the reserve as a thoroughly trained soldier ; if, 
however, the great majority of those who have com- 
pleted six years’ service in India do not remain . 
there, but return to England, India will* have 
scarcely any reserve of weU-trained troops," and the 
larger part of her European forces will consist of 
young soldiers, who have not been long enough in 
the country to become either properly trained or 
properly acclimatised From these and other con- 
siderations which might be mentioned, it is at once 
evident that although the system of short service 
may be a good arrangement for England, it does 
not necessarily follow that the system is calculated 
to promote either the economy or the efficiency of 
the military organisation of India. The interests of 
India, however, in this matter were so entirely 
Ignored or lost sight of by the English Govern- 
ment that it appears from official evidence given 
before a committee of the House of Commons, that 

r 

there is no record ,tn show that when the short 
service system w'as adopted, those who w'ere respon- 
sible for the government of India were even con- 
sulted on the subject.^ 

^ evidence given by Sir Thomas Peais, late Secretary of the 
Military Department at the Indian Office, before the East India Finance 
Committee, 1*6745 P 
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When it is proved, as it repeatedly has been before 
parliamentary and departmental committees, that 
India has at the present time to pay at least tvdce 
as much for her recruits as she would have to pay if 
she could obtain them for herself, and when it is 
pointed out how costly to her in various other ways 
is the army partnership which has been establisbed 
between her and England, it is usually urged that 
the general interests of England and the rest of the 
Empire render the maintenance of this partnership 
necessary. Thus it is said, “ If England and India 
both competed in the EngHsh labour market for re- 
cruits, various inconveniences might arise.” In '‘the 
days of the Company, India had a European army 
of her own, and although she obtained her recrmts 
at an extremely cheap rate, yet service in the Com- 
pany’s European army was always eageily sought 
after. India, if she were again permitted to recruit 
for herself, might make service in her armj scr 
attractive, that, to the disadvantage of England, she 
would draw away some of the best recruits. -But, if 

m 

for any such reasons as these, it is necessary to make 
India compulsorily share in the costly mihtary organi- 
sation of England, the greatest care should be taken 
not to throw upon her any charge which she would 
not have to bear if she were allowed to obtain re- 
cruits on her own terms, and make her owr\, arrange- 
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ments with the officers she employed. There is too 
much ground for the suspicion that an exactly 
opposite course is now often followed, for facts may 
he mentioned which seem to show that the larore 
amount which India in some instances pays, diminishes 
the amount which England would otherwise have 
to give for services which she receives. Thus, before 
a Committee of the House of Commons which sat 
in 1877, it was stated that although the pay of 
the private soldier and the non-commissioned officer 
is the same in India as in England, yet the com- 
missioned officers are much more highly paid when 
serving in the former country than in the latter. 
An official return was laid before the Committee by 
which it was shown that the pay of officers of the 
higher ranks is “ at^least three times as much in India 
as in England.” ^ The unhealthiness of the Indian 
climate cannot be pleaded as a sufficient reason 
why this higher rate of pay should be given to 
officers of the English army serving in India ; the 
climate is not wojse for them than it is for the 
private soldier or the non-commissioned officer, and 
their pay is the same in India as in England. India 
is not a worse place for an English officer to live 
in than Sierra Leone or Canton . if he is stationed 

^ See Report o£ the Army (Royal Artillery and Engineer Officers’ ) 
Arrears of 5^7 Committee, 1877, p, 72. 
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at these places his pay is provided by the English 
taxpayer, and the amount he receives is almost 
precisely the same as if he were serving in England. 
It may no doubt be contended that the aggregate 
remuneration which an. officer of the British army 
receives for service in England and in India admits 
of no reduction, and that, as he is certainly not 
overpaid, if he were to receive less in India it would 
be necessary to give him more in England ; but 
even if this were fully admitted, it would only 
supply one more unanswerable argument to show 
that, when the respective financial interests of 
England and India are in q^uestion, sufficient ‘care 
is not taken to give adequate protection to India. 

Nothing would be more unwise than to underrate 
the difficulties which will have to be encountered by 
any Government that is determined to effect such 
reductions in Indian expenditure as those which 
have here been indicated. It will only too certainly 
be found that it is impossible to advance a single 
step in the path of economy yrithout an attempt 
being made to bar the way by those who wish to 
maintain the particular item of expenditure which 
it is proposed to touch. If the Government should 
give proof that they are determined to pursue a 
policy of rigorous retrenchment VTith unflinching 
courage, they have a right to expect that they shall 
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be generously and cordially supported by every one 
wlio is interested in tlie future of India. The work 
cannot be done by the Government alone. It will be 
necessary that they shall be aided both by Parliament 
and by public opinion in this country. Hitherto 

r 

it has unfortunately too frequently happened that 
the influence of the House of Commons has, with 
regard to the expenditure of Indian money, been 
on the side of extravagance. But Parliament reflects 
the opinion of the constituencies, and the humblest 
elector may help on the work which is to be 
done, if, awakening to the responsibility which 
every Englishman owes to the great dependency 
we have to govern, he makes it clear that it is 
his wish that no charge which ought in justice 
to be borne by England should be thrown upon 
India, and that the spending of Indian money 
should be watched with at least as much care as 
the spendmg of English money. It was once well 
said that in politics as in other affairs the difficulty 
of doing a particular thing is not unfrequentJy the 
measure of the good which its accomplishment will 
secure. This is certainly true with regard to the 
reform of the finances of India. Few tasks can be 
more difficult, but no labour will yield a richer 
harvest of results. Two paths are now before the 
Indian Government : the one will lead to augmented 
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indebtedness, increased taxation, and growing dis- 
content ; tbe other, if resolutely followed, will enable 
debt to be diminished, taxation to be reduced, and 
will cause our rule in India to rest on its only sure 
foundation — the contentment and happiness of the 
people? If three or four millions in the annual 
expenditure of India can be saved, the hcence tax 
could be repealed, the salt duty reduced to a uniform 
rate of two rupees per maund, and many useful 
works which have now to be suspended could be 
resumed without incurring fresh indebtedness. When 
it is remembered that such results as these may be 
effected by a policy of retrenchment, we may with 
confidence indulge the hope that the work, having 
been undertaken, will not be abandoned untd. it 
has been accomplished. 



